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PREFACE 


Our people enjoy both political freedom and an abun¬ 
dance of this world’s goods, The two are vitally interrelated. Liberty 
serves to release untold productive energy and a high standard of living 
fosters democratic principles of government. 

Today these are rare blessings. Their attainment comprises a success 
story of American business and civilization. It is a record of the trials and 
triumphs of little business and big business, of trader, trapper, farmer, 
blacksmith, workman, entrepreneur, merchant, and manufacturer. Par¬ 
ticularly is it the saga of those who, according to Lincoln, must be beloved 
of the Lord because he made so many of them—the common people. 

This book is an attempt to review some of the most significant of these 
adventures. It is in no sense an excursion into formal history. Rather it is 
a story told by an active participant in the business system of how that 
system has worked down through the three centuries from Plymouth to 
Detroit, 

Limitation of space has necessitated the omission of many important de¬ 
velopments. It was unfortunately found impossible to include a treatment 
of some of our great industries. Such exclusion, however, carries no im¬ 
plication of judgment on the relative significance of various areas of our 
economic order. Selection of subject material was simply one storyteller’s 
choice of those events in each period which were to him most revealing 
or most interesting. 

We Americans are pre-eminently a business people. This has been so 
from the time of Jamestown and Plymouth. Starting with the Virginia 
Company, the Massachusetts Bay Company, and the Dutch East Indies 
Company, trade has been at the core of our make-up. 

Our colonial economy was built on foreign commerce. But as this 
grew, it ran afoul of certain Old World ideas. England and the Lords of 
Trade in London would channel our commerce and strait-jacket the 
enterprise of our businessmen. 

Trade, however, abhors barriers. In seeking liberty to trade we were 
impelled to secure political freedom. The winning of the Revolution and 
the adoption of the Constitution had their roots in our economic necessi¬ 
ties. We achieved a scheme of things wherein the doors of opportunity 
were flung wide to give each individual freedom to seek a higher standard 
of living in ways of his own devising. 

In all reality this was new. We might properly call it the American 
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system. Since its Inception we have forged and hammered to give it form 
and endurance. The accomplishments have been thrilling. 

We pushed a frontier from the Atlantic coast some 3000 miles to the 
Padflc. With the steam-boat and steam locomotive we constructed a vast 
transportation system to unlock the inland wealth of a continent. We 
built an abundant agriculture. We have led the world in the quantity 
production of goods and their wide distribution. Over the seven seas we 
have furrowed grooves vidth our shipments of cotton, wheat, farm ma¬ 
chinery, sewing machines, motor cars and movies. Hence both for our¬ 
selves and for others in the remotest corners of the globe we have opened 
new horizons in standards of living. 

But this was not aU. The American system attained an even higher 
destiny. Twice within this generation have its production achievements 
given us the means to turn back the military hordes of aggressor nations 
bent on conquest. For us and for millions of like-minded people the world 
over it has kept the light of liberty aflame. Even to-day, in the disillusioning 
years of the cold war of the late 1040s, it is this industrial power which 
holds out to us and to free people throughout the world the greatest hope 
for stemming the onrush of another barbarian invasion. 

Thus when one views in the long perspective of over three centuries 
the accomplishments of our business system, from the first colonial trade 
in sdt cod and tobacco down to its present posiHon of world leadership 

m ^alrs of war and peace, one can traly say-the story of American in¬ 
dustry IS mdeed an epic. 
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BUSINESS IN THE MOTHER COUNTRY 


Seventeenth Century England 


T..E story of business during any period is a narra¬ 
tive of man’s efforts to survive. But the goal is broader than merely sustain¬ 
ing existence. Almost equally impelling is the desire for an cver-ri.<iirig 
scale of living. This theme is overlaid with others so that the pattern of 
motive is never simple. The peculiar nature of human nature does much 
to complicate the tale. An innate love of adventure and a driving rest¬ 
lessness contribute strands to the texture. The greed of some men and 
their ruthlessness provide the somber background which sewes to high¬ 
light the inherent goodwill of the majority. 

The sinews of trade support the whole body, social and politic. The 
needs of business through the ages have molded the destinies of nations. 
They have begotten wars and compelled peace; unseated kings or en¬ 
throned charlatans; stimulated political progress and at times retarded it. 
Over and beyond all this, however, trade between man and man has 
constantly tended to raise standards of living and develop a common 
brotherhood. 

Business started when some cave man ancestor who was fairly adroit 
at trapping game got the idea of swapping furs for grain with the little 
fellow down in tne valley, Since then one thing ha.s' inevitably led to 
another as man struggled to eke out an existence and improve his lot. 

The important developments of business in a particular era cannot be 
sharply differentiated from those that have gone before. The origin of 
many practices is lost in antiquity. The growth of others spreads over 
centuries. Although at times there are periods of slack water, there is 
nevertheless an unbroken continuity. It is difficult to grasp the signifi¬ 
cance of some particular epoch considered solely by itself. 

In order, therefore, to understand the development of business in the 

i 
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United States It will be helpful to note the conditions preva ilin g in the 
Old World at the time migration started to these shores. Because the main 
line of colonial heritage stems from England, it is entirely fitting to con¬ 
sider briefly its business system. 

The basic pattern was well defined, Physical and geographical charac¬ 
teristics had played their usual part in determining the commercial destiny 
of the world s most renowned island. An equable but ratlier moist climate 
provided England with exceUent pasturage. Sheep grazed on these lush 
awes yielded wool of a superior grade. English spinners and weavers were 
able to produce woolen cloth of high and uniform quality. An abundance 
0 good harboK and proximity to populous continental markets facilitated 

f p became the keystone of the arch 

of English business, and from this humble start grew the supreme economic 
empire of the nineteenth century. 

t ^ “d geographical loca- 

tion. These Englishmen were of a particular breed. That they had a cenius 

“5 self-government was shown by their Lerly parlia- 
mentary systeni and the development of the Common Law. They^were 

relations. This impulse for adventure was not simply a matter of derrinP-do 
and lust for conquest. The infusion of Vildng bbod may hive hassle 

rwJ } these qualities, for apparently the Viking 

rover also had an eye for business. When this gentleman was Lallv laid to 

fer . M. light hading 

was Imifettag it. way to 
earth in the interests of world tmd pressing to the ends of the 

London we^S a ^l“«-^<=hants of Amsterdam and 

India in the fir “ the north to 

a weD-ordered devewS 

of manufacturing Big businf>«c • tr, ^ primitive condition 

trede.ItsceS^eate“^ TfT* 
to the former gloried of 

The Dutch were definitely the leaders in Ae °7d °f’ Genoa. 

London was forging ahead its formnlo f of commerce. Although 
to follow Dutch practbi was largely 

essenHal structure of thr^lfeh^llSomv^ L provide the 

fingusn economy. Its evolution down through 
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the years had been a slow but irresistible process. The ancient craft-guild 
system of unrelated small shops had been forced to give way before newer 
ideas of doing business as the growth of foreign trade brought about a 
more pronounced division of labor. What happened' was that the abler 
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proprietor-artisans endowed with finer skills and greater initiative gradu¬ 
ally attained broader experience in marketing. They then contracted for 
the product of less successful competitors, providing the latter with the 
raw wool and yarn. The result was that tliese proprietor-artisans and 
merchants who had demonstrated superior business acumen gained con- 
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trol over more production and the reward for reinvested earnings was 
greatly increased. The process was in a sense regenerative, as the activat- 
production ^ reemployed to broaden markets and improve 

The Crown at first looked with jealous eyes on these growing accumu¬ 
lations of the coin of tl^e realm. There was not only utility but a strance 
new power in the sturdy ironbound chests of these merchants. But 
Enghshmen even in high places are nothing if not adaptable. Accordingly 
the Crown began to make up to these crude burghers who understood the 
matter of making one shilling grow into ten by means of trade across the 
seas^In order to get loans and advances to defray the mounting expenses 
of government, the Crown offered monopolies and various types of protec¬ 
tion. Business and government developed a mutuality of interest &nd be- 

attained recog- 

““if!? developed. Finally this middle class became govern- 
teSl? ascendancy of the House of Commons. The identity of 

complete. England had a businessman’s government and 
fhree Snh businessmen. So it remained for well over 

mito, *» note that i( 4e dtopkeepiog that produced ifa 

imbued breathed or the ale he 

cTme 0 of this relationship in international 0 ^ 

economic pMcsrh^oS^^^ Ae dominant political and 

colonized. No S undeS^„ 

quarrel with the mother country's posTible^’witS f subsequent 
influence. ^ possible without recognizing its 

controftee ‘^b'ect its policies and 

successful foreign trade and a fa ^ IfT* toward the common end of 

Accorfingly England suborktted\t?ire Id payments, 

dustnal economy as wonM iaoaf ^ and fostered such an in- 

affairs were shaped so that in effeof ' ^‘^™®stic and foreign 

unit competing in world trade with Xer^corwes economic 

ideology. countries following a similar 

should »t Trade 

h. Vlrghd. .a 
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garded as minor members of an economic team playing for dear old 
Alma Mater. As such their activities were constantly to be subordinated 
to the interests of English businessmen. Thus it was largely mercantilism 
which lay at the root of the subsequent dilBculties between the mother 
country and her sons in America. 


T H B 

VILLAINY 

09 

DETECTED, 

And the Cwlei of the Lite 

RUN 

U BON THE 

BANK and BANKERS 

OiicoveRd and Ginfldered 
. - 

LONDOU, 
tuiud u die Ycsi MDOCL 

The perennial whipping boyl 
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the price of the stock of the Dutch Bast India 
Company. 


In this close relationship between government and business, monopoly 
was an accepted and honorable institution* Particularly was this true 
in foreign trade. Thus in the seventeenth century the world of English 
foreign commerce was divided between great concerns which at times 
enjoyed exclusive privileges in certain areas. The Eastland Company did 
business in the Baltic; the Merchant Adventurers covered Germany and 
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the Low Countries; the Levaut Company traded in Asia Minor; and the 
East India Company operated in like manner in India and the East Indies. 

A striking characteristic of these companies was their quasigovemmental 
nature. For example, the Merchant Adventurers, known officially as the 
“Governor, Assistants and Fellowship of Merchant Adventurers of Eng¬ 
land,” had the power to maintain in the Low Countries and Gennany a 
court of law which had civil jurisdiction over all Englishmen in those 
tenritories. “The Governor and Company of Merchants of London Trading 
into the East Indies" had the right to acquire territory in its own name, 
issue currency, and maintain military establishments as well as to dispense 
justice in both civil and criminal cases. In effect these large foreign trading 
monopolies were dolhed with qualities of statehood, a precedent not lost 
upon the colonists who settled North America. 


While the organization of English foreign trade followed an outline 
strange to the modem businessman that of the domestic economy was 
startlingly familiar. The principal industries were textile (woolen cloth), 
coal mining, and iron making-well-defined shadows of economic gloria’ 
to come. Similarly we note that in production the division of labor was 
moving forward vigorously, Capitalism was clearly developed and rapidly 
growing more powerful. The factory system was just starting. There was 
both big and little business. Combinations were being formed with both 
horizontal and vertical integration of elements. Double-entry bookkeeping 
was graerally accepted in commerce. Credit was widely employed through 
ffie bill of exchange and marine Insurance was used on foreign shipments. 
Deposit banking had been started by the goldsmiths and over the financial 
scene loomed the Bank of England founded in 1694 . And, just to make the 
modwn feel more fully at home, government was floundering between 

pohcies favorable to open competition and those by which it strove to 
intervene m business affairs. ^ 
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WHY THE COLONISTS CAME 

Their Luchj Landfall 


]\/IucH attention has been devoted to the religious 
motives which directed colonists to America. Too little, however, has been 
said of the commonplace everyday facts which impelled the great majority 
to pull up stakes and risk their all in the New World. According to Weeden, 
"The most common and positive desire of the fathers of New England was 
not to worship in a particular way, nor to establish a particular form of 
government, but it was to live. . . . 

"They built the rough meeting-house and met there devoutly but they 
tugged hard at the cod-lines on the seas, and labored manfully to saw 
pipe-staves on the land, So, in later days, it was the economic resistance 
of the New Englander to Grenville’s taxes, and not any absolute rebellion 
against the authority of King George, which marshalled the American 
freemen at Bunker Hill." *■ 

During the seventeenth century, life in Old England was not all beer 
and skittles. Wars, revolution, and generally disturbed political conditions 
kept things in an almost constant turmoil. Business, of course, suffered 
accordingly. As the English economy depended on foreign trade, when¬ 
ever the Dutch got out their shooting irons Englishmen had to forego the 
pleasures of ale and meat pics. There was much unemployment and even 
the most skillful artisans had little sense of security. Under the Poor Laws, 
the workman out of a job was forbidden to leave his parish to look for 
work, Although the uncertainties of colonial life might cause any pros¬ 
pective colonist to pause and consider, there was no outstanding induce¬ 
ment to stay at home. 

Another factor which played an important part was the English land- 
holding system, The total area of productive soil was not great. Much of 

^ Notes will be found at the end of the book 
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it was tied up in landed estates or the holdings of the county gentry. There 
was an almost closed door facing the workman who desired to become a 
proprietor. Consequently, receptive ears listened to stories of the new land 
at the end of the Western Sea, where life was bountiful and hope a dow- 
ing, livmg thing. ^ ^ 

This great movement across the Atlantic was promoted and financed 
not by government but rather by business institutions and the new eco¬ 
nomic infant capitalism. We have already seen how capital began to ac- 
^mulate m England. It was this same capital, managed by veLresome 

the A^ *at provided for the expenses and costs of founding 

the American plantations. Government itself did comparatively little Busi? 
nessmen and the adventurers themselves got together the goods and eqZ 

as For example, eve^n 

vested tliA 1 3 Company of London had some £46,000 in- 

th?n« ? That was no inconsiderable sum. Capital did Aese 

Not only were the funds of business called upon but also its nmn-A 
mployrf to eolontotog a» ptataa™. n,; 

London was a joint-stock compan^ The Pilgrims constiriitecl f ^ 
a joint-stock association without charter The Sri? themselves 

was a chartered joint-stock company AtNw AmsteSr ^ Company 
Bay. the Dutch West India Company stLted^SJo??*^ T 
poses, Later the Swedes with the- e 1.1. /-i ^or trading pur- 

.bag 4. Swedan wlj to. 

Stockholders: cuvided. There were three classes of 

gotoAmerica.*SeTereStSMV£IO^shl* “ 

capital, each of whom re- 

taliste/Si™erf Jiji”ole £ 10 ^^ capi- 

The Articles of Associltioraln 1 *10 subscribed, 

were to remain in the Association ? capital and profits 

years, after which time distribution wL to for a period of seven 
holdings. according to the share 
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patterned on the older companies in England, such as the East India Com¬ 
pany, and in some instances were founded and managed by the same peo¬ 
ple. We have already seen how these earlier overseas trading associations 
and companies had been granted certain rights of sovereignty. It was there¬ 
fore quite natural that thoughts of governmental autonomy should taho 
root in the compiyiies operating in America. If the East India Company 
was in effect a .sovereign state in the East, why should not the Massachu¬ 
setts Bay Company have the same characteristics in the West? In view of 
this historical line of thought, the difficulties of communication, and the 
“salutary neglect” of the British Govemment, a sense of local sovereignty 
came naturally to the colonists. It was Inevitable that this would sooner 
or later bring conflict with the parent govemment. 

There were several basic factors which contributed to the success of 
these first ventures acr().ss the Atlantic. In tin; inattiT of climate the col¬ 
onists were lucky indeed. They oamt? ashore in what Ellsworth Hunting- 
ton calls the “Fortuimto Middle Latitude.s," ■■ where the coastal regions 
sustain both mixed and deciduous fore.sts. Here man is able to secure the 
most effective combination of abundant agriculture and conditions favor¬ 
able to the establi.slunent and growth of indu.stry. 

In addition to climatic advantages, there was another important matter 
of geography which helped treinondously. Adjacent to the coa.st.s of New 
England are the Grand Banks of Newfoundland. These consist of a plateau 
about 300 miles in k-ngth which rises above the lower bed of the Atlantic. 
"On the south side, the banks are washed by the warm current of the Gulf 
Stream, and on the north by a cold arctic current from Greenland. Tlie 
currents bring with them innumerable diatoms and algae, too small to be 
seen except with a microscope. These form the food of billions upon bil¬ 
lions of almost incredibly small lobsterlike cmstaceans and tiny mollusks 
like microscopic oysters. These in turn supply food to small fish such as 
herrings, which are the favorite food of cod and other larger fish." * Thus 
New England, with its extensive forests of ship-building tiinber, lay on the 
threshold of one of the world's four great fishing ureas, the others boiiig 
off the northwest coast of Europe, the Bacifle coa.st of North America from 
California to Alaska, and the east coast of A.sia near Siberia and Japan. 

Furthermore, this terra incognita to which the colonists had consigned 
themselve.s possessed characteristics advantageous to commerce. On the 
Atlantic coast, between Cape Hatteras and Cape Ann, are many good har¬ 
bors for ships of today's large tonnages but for the .shallow-draft craft of 
the seventeenth century there were literally innumerable ports of refuge. 
Also there are few major hazards to navigation. No other such continental 
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coast line exists anywhere in the world in the “Fortunate Middle Lati- 
tudes.” 

Finally, supplementing the many and well-distributed salt-water har¬ 
bors, there is an exti’aordinary inland waterway system opening up from 
the coast. This includes such fine passages as Chesapeake Bay with its 
Virginia estuaries, the Susquehanna River, Delaware Bay and River, the 
Hudson Rivei- Long Island Sound, the Connecticut River, Buzzard s Bay 
and Massachusetts Bay. All of this gave the colonists not only safe and 
convenient communication along the coast but ready access to the fertile 
lands which lay immediately back country. 

While nature thus furnished an exceptionally favorable combination 
of resources, we must not overlook the fact that their exploitation called 
for heroic qualities in those who knocked at the door of the continent. It 
was in tmth a most fortunate circumstance that brought to this particular 
part of the Atlantic coast a people of remarkable adaptability possessed 
of a genius for colonizing and for trading over the seven seas. 

A strildng aspect of their adventures was the necessity for changes of 
purpose imposed by the new environment. The Virginians for examnle 

S ‘"““"-tobacoo. Tie New Englmdm, intat upon 

plantation!, quickly switclied to fishing and foreign tr^e 
Theie adjustment! not aisy. However, when It Loame evident that 

i-lin,!!!* “ n remarkable advantages of 

^ste, ttie ei*t harhors and coastal waterways, the rich 
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the puritan takes the cod to market- 

WITH A DASH OF RUM 


w SHALL now meet one of the most extraordinary 
manifestations of the law of survival of the flttest-the Yankee merchant. 
One will travel far down the reaches of history and find, perhaps with some 
relief, few that can be called his equal. In the light of modem standards 
one is tempted to criticize or condemn some of his actions. In the end, 
however, one winds up with deep admiration and respect for many of 
his qualities. 

If he was a tough-fibered, close-fisted, horse-trading, seventeenth-cen¬ 
tury go-getter, the answer is-he had to be. In any case, we are thrilled 
by his resourcefulness, his business acumen, and his never-say-die spirit. 
He may have "wortered” the rum with which he traded or short-measured 
his customers, but here was one who would not stay licked and who feared 
neither man nor devil. To us he will seem at times a hyprocrite. On the 
other hand, we know he was fundamentally a man of devout spiritual 
quality. He was hard-working, self-disciplined, and thrifty beyond thrift 
itself. He was also narrow, bigoted, and brazenly two-faced. That he was 
especially anointed by the Lord, he accepted with an alacrity not entirely 
shared by those with whom he did business. Profits and prayers were 
strangely mixed. “Stephen Winthrop writes home from St. Christopher’s 
that he has sold the wine; the simple statement of fact is not enough; he 
adds, ‘Blessed bee God, well sold.’" ‘ 

Apparently one of the first to discern the economic future of New Eng¬ 
land was none other than Captain John Smith. The story is that, having 
cruised along the New England coast and seen the teeming marine life, 
he predicted that cod would become a source of wealth equal to gold. 
From Captain Smith, the great gold hunter, that was praise indeed. Few 
prophecies in history have been more generously fulfilled or more glori- 

II 
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ously exceeded. Starting 'witli a few cod lines and an assortment of axes 
and saws, these first New England settlers built a colony of commerce. 
Then upon this base they erected a business empire. Trade was where they 
found it and they searched the seven seas. The harbors of the world became 
the day-to-day marts of these dauntless Yankee merchants. 

The center of interest in the early period is naturally the Massachusetts 
Bay Colony, or, as it was called in the royal charter granted in 1629, “Gov¬ 
ernor and Company of the Mattachusetts Bay in Newe-England." The 
stockholders of this chartered company were mostly men of substance. 
It was essentially a business institution. 

In view of the destiny of this enterprise, certain characteristics of its 
early form are notable. Many of its backers, merchants of moderate wealth. 


planned to migrate themselves. The charter was therefore drawn to per¬ 
mit the development of a colony with an unusual degree of self-govern¬ 
ment. This gave the colonists justification for taking the charter itself to 
Massachusetts Bay and then declaring the colony the seat of the corpora¬ 
tion. Such action was significant. Other trading companies were ruled 
from London or, in the case of the Dutch West India Company, from Am¬ 
sterdam. Also of significance was a clause in the charter granting broad 
exemptions from present and future taxes. From the very outset we observe 
earmarks of a unique destiny, or, as James Bryce puts it, of how "the trad¬ 
ing Company grows into a colony, and the colony into a State.” * 

The first arrivals in New England had scarcely landed when they started 
fading with the Indians. Woolen goods, knives, hatchets, and trinkets were 
in demand. AH the poor tribesmen had to barter with was a liberal supply 
of beaver pelts. These were accepted with active accommodation. It just 
M happened that the fur of the beaver had a ready exchange value all over 
Europe. Even as early as the winter of 1621, the Plymoutli colony’s first 
year, we md the colonists sending two hogsheads of beaver pelts back to 
London, "^is was nine years after the first shipment of tobacco from Vir¬ 
ginia. Trade with the Indians was pushed aggressively along the coast and 
up the nvers. It was the first business of our Yankee merchants. 

As settlemrats along the coast sprang up it was only natural that tho.se 
r^tless colonists should also develop a brisk interchange of goods among 
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tUnjTtciy of New Vork Public tibrsry 

for goods which were then reshipped to the West Indies or Europe. By 
1676 some three hundred small boats in the coastal trade were working 
out of this port. Even New York and Virginia depended to some degree 
upon Boston for European goods. 

Building little boats led quickly to constructing larger ones. Larger 
ones, of course, meant ocean voyages and such trips meant foreign trade. 
In this connection, it is interesting to note that the Massachusetts Bay 
Company, with its highly restrictive religious qualifications for citizenship, 
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should find that in trade its salvation lay in doing business with Catholic 
countries. This is another instance of the fundamental universality of 
business. While these New Englanders had surrounded themselves with 
rigorous social and religious barriers, their business interests were broad 
and without inhibitions. Trade has always been at war with bigotry nreiu- 
dice, and provincialism. ^ 

ThMe early ^onijta simply followed a basic rule of business! “Find 
ae^g to seU-tbm. find a market" New England seas were alive with 

"f aoulhem Europe and 

^ West fodim required cheap fish that would keep well. The obvious 

tobein.dr^!r«dplussaltplusberrelsplu.toansporl.tion S 
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The hazards to shipping, even in imrtiediate coastal waters, are illus¬ 
trated in the following letter from James Logan In Philadelphia to William 
Penn in London, dated April 1708: "This very wedc, in four day’s time, 
we had three vessels of this river sunk and burnt, ... In short, I would 
advise no man there to send any vessel or goods directly hither, as long 
as matters stand as they now are, but to take freight for Maryland, under 
a good Virginia convoy. We have now four English men-of-war upon these 
coasts, but they very exactly observe the late practice of the navy: that is, 
carefully to keep out of the enemie’s way.” • 

Not only did the master of one of these trading ships have to be ready to 
fight his way through but he must accept important business responsibili¬ 
ties as well. Owing to the great uncertainties and fluctuations of markets, 
much discretion was given him as to prices at which to trade, articles to 
accept in exchange, variations in ports of call, and other matters. He usu¬ 
ally had power to sell even his ship if he thought wise. John Hull, for ex¬ 
ample, wrote to one of his high-sea captains as follows: “I leave it to you 
from first to last in everything to doe, with vessel and cargo what ever 
may Conduce in your be.st judgment for my reale benefitt fic advantage. 
Leave noe debts behind you whereever you goe." * 

In other words, all that was required of these early shipmasters was that 
they should be able to take their small vessels anywhere without charts or 
reliable compasses, show their heels in a sailing race with pirates or pri¬ 
vateers or fight them off if necessary, manage the business of trading their 
cargoes and bring home an accounting that would satisfy a gimlet-eyed 
Yankee owner, whose idea of a fair return on capital was anywhere from 
one hundred per cent up. Whatever American businessmen have had to 
do since seems tame and humdrum in comparison! 

Even contemporary witnesses found this early success in commerce re¬ 
markable: 

And first let us look upon New England, a Plantation begun thirteen yeores 
since V irginia, viz. in the yeare 1020, the ground no more comparable to Virginia, 
than the North of Scotland, is to the South of England, they have no Sugar, 
Indigo,‘Ginger, or any other of the rich Commodities before spoken of, neither 
will they grow there; yet in this little time of 28 years they are become a flour¬ 
ishing people, and with many gallant Ships built, and every way fitted with 
materials raised out of their own Countrey; and also laden with their own Native 
Commodities, drive a Trade with all the World, insomuch as men shall seldome 
misse passage for Nei,w England from London, once in two Moneths; and by this 
means, have many fine Towns, and are full of people.^ 

Edward Randolph believed that in 1676 there were at least thirty mer¬ 
chants In Massachusetts estimated to be worth f,10,000 to £20,000. He 
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Yankee merchant shippers would come when they wished to secure a 
cargo which would net a particularly juicy profit. It sounds like finding 
money until one runs across an item such as the fotlowing from Fell's 
Annals of Salem: "The Turks have soe taken our New England ships 
richly loaden homeward bound, y t itt is vary dangerous to goe fi.e. to Eng¬ 
land]. Many of our neighbours are now in captivity in Argeer [Algiers], 
The Lord find out some way for yr redemption," • 

Of course even better than buying stolen goods was the plan of acquir¬ 
ing them directly. This, as it were, eliminated the middleman. To fit out 
and arm privately owned merchant vessels for the purpose of harassing 
enemy commerce was in those days a perfectly legitimate method of war¬ 
fare. All kinds of people participated in it and, once out upon the high 
seas, some of these privateer-skippers were not overscrupulous in restrict¬ 
ing their activities to enemy ships. The line between privateering and 
pirateering was, in the minds of some of the more rugged individualists, 
conveniently adjustable. In a manner of speaking, this business of priva¬ 
teering was looked upon by some as an adventurous form of outdoor sport 
as the following advertisement from the Boston News Letter of the year 
1704 shows: 

"Capt. Peter Lawrence is going a privateering from Rhode Island in a 
good sloop about 60 Tuns, and any Gentleman or Sailors that are disposed 
to go shall be kindly entertained." 

In dividing the proceeds of a capture, the owner of a privateer frequently 
took one half of the prize money, the master and crew getting the balance, 
A sizable volume of domestic trade arose from the subsequent disposition 
of seized cargos through ordinary commercial channels. Merchants looked 
I upon the practice as simply another way of doing business. The system 
strengthened the sinews of trade when war interrupted the normal ex¬ 
change of goods. Boston, as a more sophisticated metropolis, did not take 
to this field as enthusiastically as Salem, Providence, and New York. 

While foreign commerce grew apace in these early Colonial years, the 
development of the whaling business proceeded more slowly. It is prob¬ 
able that it started along the sandy beaches of eastern Long Island in the 
second quarter of the seventeenth century. The first form it took was sim¬ 
ply the reclamation of oil and bone from stranded right whales. Then small 
boats matmed with oars would put out along the shore with the hope of 
driving an iron into one of these big fellows which abounded in the shoal 
waters off Long Island and Gape Cod. In those earliest days of whale 
killing it was customary for each community to maintain watches along 
the beaches for whales coming in close to shore. High posts were erected, 
on top of which, in all kinds of weatiier, sat the lookouts. When the call 
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was given all hands would take to the small boats in pursuit. Indians went 
along with the whites and were much esteemed for their prowess 
The colonists at Plymouth took up the business and did well at it In 
January 1687, Edward Randolph at Boston wrote to England as follows- 
Since the governor's airivall New Plimouth colony have great profltt hv 
whale Idling: I believe they will have nigh 200 tons for to send to Eng^ 
]and,^and wiU be one of our best retumes, now beaver and peltry fayles 

In 1708 we find Lord Combury writing to the Board of Trade that on 
Long Island alone four thousand barrels of whale oil had been recovered 
in one year. Whale od was in great demand in England and gave the col- 
oiusts a much-needed item to export directly to the mother country 
Although Nantucket had early established herself as the leadiuir wLlimr 
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slaves; slaves were taken to the West Indies to be exchanged for more 
molasses, plus perhaps sugar, cocoa, or silver coin. A few slaves were 
brought to New England and used for personal or household servants. It 
was not until well after 1700 that Virginia, Carolina, and Georgia became 
important markets. 

In this slave trade, Newport, Rhode Island, was the center of greatest 
activity. Sailing into this picturesque harbor came a procession of ships, 
laden with molasses from the West Indies. Outward bound they would 
be low in the water with great hogsheads of rum for the Guinea coast. 
Newport became a boom town in the period from 1700 to 1760. At one time 
Rventy-two distilleries operated there and even with this production de¬ 
mand exceeded supply. In this period it is estimated that Newport sent on 
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Advertisement in the New York Mercury o£ June 24, 1765 


an average eighteen vessels a year to the Gold Coast. This commerce was 
sufficient to permit Rhode Island to make yearly trade remittances to Great 
Britain of £.40,000, a tidy sum for those days.” Other colonies besides 
Rhode Island, of course, participated in the slave trade and although this 
was not the most important field of commerce, it was for a number of years 
undoubtedly highly profitable. 


So it was that New England’s foreign trade developed down to the 
Revolution. Its growth was marked by periods of ebb and flood as wars, 
privateering. Navigation Acts, expansion and saturation of markets alter¬ 
nately disturbed or fostered commerce. As their experience grew, our 
merchants constantly pressed to more distant trade areas. In the second 
half of the eighteenth century this colonial economy began to take on some 
aspects of maturity. Sizable amounts of capital had been built up by many 
merchants. ^ 

It was truly a democratic capitalist economy. The base was so broad it 
took in all. Any person could acquire and work land for bis own account. 
In fishing and foreign commerce there existed similar opportunities for 
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proprietorship. The youngest and greenest hands on the cod lines received 
a percentage of the catch. They shared the profits as well as the risks. Like¬ 
wise m the long hazardous trading voyages to Europe and the West Indies 
many persons partook in the profit possibilities of each cargo. Anyone who 
had saved a few hundred dollars could send out his own argosy in the 
■ barrels of cod or a few bundles of pipe staves The com- 

mumty of interest was real. Trade was of the very fiber of the people. 

oJr New England for the dynamic quality 

id that with perhaps some absence of restraint. He must as well adventure 
wthhis capital He must send it out into trade with the hope of increasing 
. This was a dominant characteristic of colonial New Englanders Thf 
ri .»piul bull, „ 0 t ouly . coluny bu, . 

England s merchant capital helped to finance thf 
grow* of the new nation. Profits from ventures to the West Indies and 
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Ships, Shoes, and Slitting Mills 


Ihe trend of business, of course, follows the line 
of least resistance. Therefore in the colonies trade and commerce were fa¬ 
vored over manufacturing. A frontier civilization does not become indus¬ 
trial overnight. Capital must be accumulated, skills acquired, supplies of 
labor provided, and markets developed. Furthermore in the case of the 
colonies not only did all this have to be done but also the active opposition 
of the Home Government and the Lords of Trade had to be circumvented. 
It is not surprising, therefore, that up to the time of the Revolution our 
manufacturing industries were small and few. Shipbuilding was the lead¬ 
ing one. Also there was a sizable household production of clothing and 
shoes. Flour milling had made a real start. Our hatmakers were doing 
well. We were producing iron in moderate quantities. 

Shipbuilding commenced almost as soon as the first colonists got ashore. 
In this industry we see fulfillment of Ellsworth Huntington’s theory of 
the “Fortunate Middle Latitudes." The mixed forests of hard and soft wood 
of New England offered everything the shipbuilder needed; white oak 
for ship frames-their crotches for the vitally important knees and angles 
for joining frame and stem with keel-and long straight white pine for 
masts and spars, in addition to rosin, turpentine, and tar from the dis- 
. tillation of pine sap. It was necessary during most of the colonial period to 
import iron parts, sails, and cordage for the final rigging of die ships. 
Nevertheless with so much excellent raw material readily at hand New 
Englanders could pay relatively high wages to shipwrights and yet pro¬ 
duce ships more cheaply than their competitors in England. 

The division of labor was well advanced in this industry. It has been 
estimated that some thirty different types of merchants and artisans were 
involved in building the larger ships. Although shipbuilding was the most 
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chusetts and a plant set up at Braintree. The project was successful from 
the start and a quantity of "sow" iron was produced. In 1644 a charter 
was granted by the General Court which also bestowed upon the company 
a concession of land and other privileges. Additional capital was required 
in order to complete a forge. Towns were offered a chance to subscribe. 
The “undertakers” stated that payment could be made in almost any com¬ 
modity which the workmen could use. 

The operation was roughly as follows: men with spoonlike shovels dug 
up the bog muck; this was smelted, charcoal being used as fuel and sea 



View of early hand-process of paper making 
The Growth of Industrial Art, Ben]. Butterworthi United States Patent OGBcc 


shells as flux; draft for the furnace was provided by a crude bellows oper¬ 
ated by a water wheel. After grist mills and saw mills, this was one of the 
first applications of power to an industrial purpose. Also, as far as is known, 
this was the first company promoted and partly financed by the colonists 
although even in this instance the original capital came from England. The 
success of the Winthrop venture was a good omen of the industrial devel¬ 
opment which lay ahead. Shortly afterwards other iron furnaces were 
successfully operating at Saugus and Taunton, Massachusetts, at New 
Haven, Connecticut, and in Rhode Island. 

To those who are interested in qualities of initiative and imagination, 
this John Winthrop Jr. is a man with an appealing character. He might 
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be called America’s first industrialist, not simply because of the priority 
of his accomplishments but also by reason of possessing those characteris¬ 
tics which have contributed so much to American triumphs in the field of 
manufacture. 

To stand in reflected glory as the son of the great Governor of Massa¬ 
chusetts Bay was not enough for young Winthrop. After promoting his 
ironvvorks at Lynn, he embarked upon other ventures. He brought the first 
chemical laboratory to America and collected the best scientific books. 
These are now the prized possession of the New York Society Library.’ 
He founded a saltworks near Boston. Later he successfully produced pot¬ 
ash, saltpeter, alum, woodpitch, and tar. At New Haven he set up an iron 
foundry and glassworks. He was in at the start of two of America’s great 
industeies, ironmaldng and the manufacturing of chemical products, 

Wmthrop used the foUowing advertisement in promoting one of his chem- 
ical nroienfs! ° 
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Swedish iron. In 1750 duties on colonial iron were removed but it was 
provided that the colonists should not erect new plants for rolling or slit¬ 
ting iron sheets. This prohibition acted as a serious blow to the growth 
of an industry which was just getting started. The colonists already had 
several such mills, and regarded this action as a high-handed, unwarranted 
interference by the home government in colonial affairs. It contributed to 
the political disturbance which lay ahead. 



The manufacture of cloth 

Popular Technology or Professions and TradeSt 
Edward Hazen 


Much of the product of these little rolling and slitting mills—or in reality 
workshops—found its way into domestic production. The fanner would 
trade produce for some of these iron strips. Then at night, or when unable 
to work out of doors, he and his sons would make nails around the family 
hearth. ^ 

More extensive than nail-making, of course, was the production of cloth. 
Starting not later than 1640 this continued for over a century and a half 
almost entirely as a household occupation. Each member of the family 
would take some part in carding and spinning the yam and then weaving 
it into homespun. Frequently the actual weaving would be done by itine^ 
ant weavers. In some sections fulling mills were operated on a toll basis 
to dress the cloth which had been woven in the homes. Production grew 

steadily and attained a sizable volume by the middle of the eighteenth 
century, ® 

That this domestic production of cloth was looked upon with something 
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less than equanimity by the representatives of the Crown is attested in the 
following report by Lord Cornbury, Governor of New York (1702-1708), 
to the Board of Trade in London: 

I am well informed, that upon Long Island and Connecticut, thc7 are setting 
up a Woollen Manufacture, and I myself have seen Serge made \ipon Long 
Island that any man may wear . . . how farr this will be for the service of 
England I submit to better Judgments; but however I hope I may be pardoned 
if I declare my opinion to be, that all these Colloneys which ai-e but twigs belong¬ 
ing to the Main Tree (England) ought to be Kept entirely dependent upon & 
subservient to England, and that can never be if they are suffered to goo on in the 
notions they have, that as they are Englishmen, soe they may set up the same 
manufacture here as people may do in England; for the consequence will be 
that if once they can cloath themselves, not only comfortably but handsomely 
too, without the help of England, they who are already not very fond of sub¬ 
mitting to Government would soon think of putting in Execution designs they 
have long harboured in their breasts. This will not seem strange when you con¬ 
sider what sort of people this Country is inhabited by.® 


In the case of shoemaking, the domestic system was well advanced. 
Many New England families made shoes in their spare time and tlien sold 
them to merchants. Even today on some old New England farms are 
small separate workhouses formerly used as family shops for making shoes. 
In New Haven, as early as 1647, we also find the practice of a merchant 
supplying the leather and thread to the home shoemaker who would be 
paid on a piece basis for his finished product. Massachusetts and Connec¬ 
ticut exported shoes to the other colonies. 

We have already noted how beaver pelts contributed to the money 
supply and foreign exchange of the colonists. They were also used in 
manufacturing. Beaver hats not only provided a good head covering but 
were also regarded as a mark of social distinction. With a plentiful supply 
of beaver on hand, it was natural that a demand for this mark of 
superior station should result in the colonists developing a hatmaking 
indusy. The business succeeded well and by 1731 it was estimated that 
New England and New York were producing around 10,000 hats each 
year. Evermore these enterprising little manufacturers succeeded in 
estabhs^g an active export trade. In 1731 the London Board of Trade 
reported that: "Great quantities of hats are made in New-England, of 
which Ihe company of hatters in London have complained to us, that great 

MkIsLds.-^“" West- 

rtf Parliament forbade the export of hats from 

the colonies under penalty of heavy fines. This was a hard blow to the New 
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England hatmakers and almost ruined their thriving little industiy. Here 
again we witness another economic conflict with the mother country. 

There were, of course, other manufacturing occupations in which the 
colonists made a satisfactory beginning, Sawmills operated by water 
power were started as early as 1631. This was one field in which the 
colonists got the jump on the old country. On account of the prejudice of 
English handsawing labor, sawmills were not used to any extent in the 
mother country until late in the seventeenth century. That ftie enterprising 
pioneers in America were quick to adopt this simple application of power 
contributed materially to their success in shipbuilding. 

Gristmills, of course, were in every sizable community. Some of these 
were operated by “tide mills,” a form of power that did not prove to be 
as practicable as the more usual type of waterpower. The manufacture 
of paper was started about 1690. A little later edged tools and guns were 
turned out in small quantities. Powder was also manufactured. Bricks 
and glass were made even in the early period, 

Except for the building of ships, all these manufacturing pursuits were 
on a small scale. Nevertheless the colonists had made a start on a relatively 
broad front. Not only were they filling many of their own requirements 
but they had even begun to export manufactured goods. These small suc¬ 
cesses stimulated high expectations. Our people began to experience a 
sense of accomplishment and to vision a promising destiny. Hence doubly 
bitter was their resentment at English regulations which denied them 
progress and stifled initiative. They had no content in being 'but twigs 
belonging to the Main Tree,” They were looking toward broader horizons. 
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ilmMPTs to appraise the relative importance of 
the causes which brought on the American Ilevohuiun ha\>e provoked 
almost as much conflict as did the rebellion itself. Kortuimtelv, historians 
do not go amed. In any case, the subject is a broad one involving consid- 
erations both economic and political. Tlie basic fnrec-s at work were those 

It 

If one were to trace tlie taproots of our diflicnillies- with the mother coun- 
It might be found that they derived from dim*rences of environment. 
In conquering the rugged frontier of mir Atlantic .seaboard onr people de- 
Si T! ® resourcefulness, independence, and sufficLw that 
A setm *«-‘lf-‘'xpre.s.sion. ^ 

worlds^hetranin^Iiri ''‘ff«rent 

the facts of life after a few years face to face with 

byl enTo Even at home, 

inVa R^vernment were receiv: 

were fertile for idea<! f *”bid.s of the.se frontiersmen 

World provided the freedom. Tht‘ environment of the New 

m provided the climate for a rich harvest. 

men and seld lone 1 

emment which as welmv "^bi-s was the philo.sophy of gov* 

during those years-mercantilfsm.^ England and Europe 

Thty’SoSlerillonT^ tbe colonies in a definitely .subordinate role. 

cultural products which 3benefit°tr^^E^°ir''' 

enefit the English economy. They were 
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called "plantations” and that was what they were meant to be. Their trade 
should serve solely to supplement that of the home country. Picturesque 
expression of this attitude was the declaration that “All plantations en¬ 
damage their mother kingdom, where the trades of such plantations are 
not confined to the mother kingdom by good Laws and a severe execu¬ 
tion of them.” ^ 

Into this mercantilist framework,the different colonies fitted with vary¬ 
ing success. Those of the south became the chosen people of the Lords 
of Trade. Especially did Virginia and Maryland behave as model plan¬ 
tations. They confined themselves largely to tobacco, a crop which English 
merchants turned to profitable account. 

The middle colonies, Pennsylvania, Delaware, New Jersey, and New 
York, behaved less well. While they remitted a supply of wheat, fur, and 
lumber to the home country, they also evinced a roving eye for the profits 
to be made in foreign trade, especially that with the West Indies. 

But it was New England that really broke a fond mother’s heart. These 
Yankee forebears of ours had landed on a rugged terrain. They could grow 
no crop like tobacco. In seeking to improve their standard of living they 
had been driven into an active commerce with foreign nations and cus¬ 
tomers not amenable to British control. Well it has been said of them that 
. . their commerce smelled as strongly of fish as their theology did of 
brimstone.” ® 


As the years rolled on, this clash of interests bred increasing friction. 
Mercantilist policies were invoked largely for the benefit of English busi¬ 
nessmen by a government which to a substantial degree they controlled. 
Yankee merchants found this system galling and sought freedom of trade. 
Reduced to a perhaps undue simplification, the division between the col¬ 
onies and the mother country in its early phases was a confiict between 
businessmen in London and those in Boston and New York. 

The means by which the Lords of Trade and Parliament sought to con¬ 
trol colonial commerce in the interest of English businessmen took the 
form of a series of Navigation and Trade Acts. Their enactment spread 
over more than a century before their accumulated effect was such as to 
lead to outright rebellion. 


The first of these was one which touched the colonists but lightly, the 
Navigation Act of 1651. It was typically mercantilist in its effort to foster 
English and colonial trade at the expense of the Dutch. All goods of Asia, 
America, and Africa must thereafter come to England and her colonies 
oiily in ships of which the owner, master, and most of the mariners were 
English subjects. Similarly, all European products could only be imported 
into England or her colonies in this same way or by ships ’ 
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the country of origin. From the colonists' point of view, these regulations 
were not oWous because in a measure colonial merchants hencfitccl and 
were left free to trade with the Spanish and Freticli West Iiulic.-s, southern 

Europe, and even the Dutch. ,, ,, 

But in 1660 came an Act of difierent tenor, hngliuid hud begun to apply 
the screws. After renewing the provisions of the pi e\>i(ni.s Act, this one ap¬ 
plied added restrictions, among which were the following: 

A. All products imported into or exported from the Biilisli pt)s.ses.sions 
of Asia, Africa and America must be conveyed iu English or colonial 

ships. , , . , 

B. certain enumerated products-tobacco being one-were to he ex¬ 
ported from the colonies only to England, Ireland, Walt>s, or other 
English colonies. 

To this was added, in 1663, the famous Staple Act, really cpiite an am¬ 
bitious concept, even for those self-effacing ISnglish nierehauts. It was 
nothing less than an attempt to lay their hands on ainl seeme a profit 
from all European merchandise moving to the colonies. .Sneh goods must 
first come to England or Wales and tlien be reshipped in English ves¬ 
sels. Obviously this was an attempt to create a monopoly for Ihe British, 
It struck particularly at colonial trade with the Dutch. Olu'dience to such 
regulation by our colonists meant giving up profitable overseas eomrncree. 
In their rugged individualism New England merchants did not stampede 
to this sacrifice. They decided graciou.sly to overlook this most unfortu¬ 
nate blunder of the Lords of Trade and set about circuiiiventiug the law. 
Smuggling became part of the establislicd order. With tlte assistance of 
Dutch ships, and even some from England, colonial mcu'chants outwitted 
the King's minions with illicit traffic. Mercantilism began to show signs of 
strain. 

Thenceforward Parliament sought sporadically to bring growing col¬ 
onial business Into line with the desires of English manufacturers, In 1699 
the Wool Act forbade the colonists to export wool or woolen products. 
In 1732 a similar prohibition applied to heaver hats. ()iu‘ year later an at¬ 
tempt was made to control the mola.sse.s trade. 'Vhe Iron -Act of 17.*)0 pro¬ 
hibited the construction in the colonies of any new slitting or rolling mills. 
Then with a jaundiced eye on New England’s monetary luh'enlures, which 
it must be admitted were far from exemplary, Parliament forbade the i.ssii- 
ance of further bills of credit or attempts at iviaking them legal tender. 

The end of the Seven Years’ War in 17G3 brought mark<‘d changes to 
both England and the colonies. The mother country became empire- 
minded and began to think of a more effecti\'c organization of her relation- 
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ship with her colonies. Heavily in debt, the British government sought tax 
revenues to support the expenses of colonial administration and defense. 
It has been estimated that theretofore custom duties secured by England 
in the colonies yielded only a pittance of £2000 per year and cost almost 
four times that much to collect. 

In order to secure revenue, Parliament passed the Sugar Act in 1764 
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and the Stamp Act in 1765. The former, a revenue and trade measure, re¬ 
duced the duty on foreign molasses coming into the colonies from 6d to 3d 
per gallon-ordinarily a move that would call for rejoicing. That it did not 
in this case was.due to the fact that the 6tl levy had been evaded but it 
now became apparent that Crown officials would make .sure to collect the 
new one. This would be a serious blow to that portion of our commerce in 
which mm was a staple. Other duties were also imi»oscd and procedures 
were tightened up over a wide field further to channel our overseas trade 
through England. The Stamp Act was an internal impost upon a wide 
range of legal and commercial documents a,s well a.s new.spapers and ad¬ 
vertisements. It imposed heavy fines and forfeiture,s for eva,sions. 

These new laws caused a furore of re.sentrnent. The intensity of feeling 
was in great measure occasioned by the fact that the impact of these taxes 
struck on raw flesh. They were to be collectt'd in .spttcie. But hard money 
was already hard to come by, owing both to tlie hu.sine.s.s depression which 
followed the end of the War in 1763 and the perennial flight of silver 
to England to pay for imports. 


If British legislators had counseled as to how most effectively to irritate 
and arouse a people they could not have done betlcr-or worse-than the 
Stamp Act. It stmek particularly at those c*lement.s in the colonies which 
most directly controlled public opinion-merchants, lawyers, and the press. 
These at once hit back through a series of move.s which set off a mighty 
powder train. Meetings were held, pamphlets written, and associations 
formed. Even The maids of Providence and Bristol displayed the extent 
of their resolution by bravely agreeing to admit the addresses of no men 
who favored the Stamp Act.” ® 

Smarbng under the impact of the Sugar and Stamp Acts our colonial 
busmessmen now decided that the situation called for action that would 
really make itself felt. Groups of merchants got together in Massachu- 
York, Pennsylvania, and Rhode Island and agreed that they 
would import no more English merchandise until the .Stamp Act was re- 
'j j^srehants and manufacturers were hard hit and in turn 
* A r* Promptly the Stump Act wa.s repealed and the 

Sugar Act amended. The economic boycott had won a signal victory. 

Parliament, which had been growing over gen- 
oniefe'l!! * assumed significantly different clmracteristics. The col- 
a relationship to the mother country as posing 

too mil revolutionary movement, it is not 

fact thaf ‘^vt^A ^ Stamp Act derived its chief importance from the 
of thennrtk* ^ the controversy from the profit-and-loss considerations 
em CO onists and furnished a common ground on which the 
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planting provinces might join with the commercial provinces in protest.” * 
Nine colonies sent representatives to the Stamp Act Congress in New York 
in October, 1765, Almost imperceptibly the forces toward a union of the 
colonies were growing in importance. 

Although a mutuality of interest was thus drawing the colonists together, 
a division was also taking place along what in reality were party lines. 
This split occurred not on the direct issue of whether to oppose oppres¬ 
sive English statutes but rather on the extent and range of such opposition. 
Colonial merchants had been responsible for starting organized public 
action. Quickly, however, other groups of more democratic make-up were 
formed, such as the Sons of Liberty, stirred by political rather than eco¬ 
nomic concepts. Slogans like “No taxation without representation” became 
potent forces. 


No Stamped Paper to 

An earW twist appli^ to the British Lion’s tail. Headline which van for sonic 
weeks on first jiage of the New York Mercury, 1765. The colonists thcinsclvcs Iiad 
seen well to it that there were no stamps to lie hail. 


These new groups comprised the liberal or radical wing' of the move¬ 
ment against the mother country. Merchants and planters constituted the 
conservative one. Nevertheless lines of distinction were ill-defined and 
various economic interests were represented in both parties. While the 
radicals were violent bitter-enders, the merchant class, after having at¬ 
tained important concessions, was disposed to compromise and get along 
somehow or other. “Even Franklin had once ch.-rmpioned expedienerJ^ 
when he bade the colonists, ‘Manufacture as much as possible and say 
nothing.' ” ® ^ 

Meanwhile Parliament continued in its career of ill-considered legi.sla- 
tion. In 1767 the Townshend Acts were passed. These levied new duties 
on colonial impprts-including one on tea-and sought a more effective en¬ 
forcement of all reveriue laws. As a disciplinary measure the New York 
Assembly was suspended. 

Boston merchants now took the lead in calling for a widespread renewal 
oi nonimportation agreements. By the summer of 1769 leading business¬ 
men in the port cities and planters in the south joined the movement. 
Active in promoting an association for nonimportation in Virginia was 
George Washington. While the eificacy of these accords varied with the 
intensity of feeling in different communities, in New England British im- 
po ations fell off about 50 per cent. These events once more spoke a Ian- 
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guage readily understandable to English businessmen. Again their in¬ 
fluence in Parliament was successful. The Townshend Acts were repealed 
except for the duty on tea, and the economic boycott had won the second 
round. Being in large measure victorious, the nonimportation organiza¬ 
tions fell apart. 

Following this achievement there ensued three years of calm and ris¬ 
ing prosperity for the colonists. High hopes were entertained that a new 
era of amicable relations with the mother country had been attained. 
These were brutally dashed, however, when in the spring of 1773 Parlia¬ 
ment, still pursuing a mercantilist policy, took action that stirred to white 
heat the slumbering embers of resentment. All in all it was a remarkable 
proceeding. Basically it was in the nature of a rescue effort to relieve the 
distress of England’s most renowned trading corporation. 

The venerable East India Company had come upon hard times. For 
several years its affairs had given concern and by 1773 they were in such a 
state that in order to prevent outright bankniptcy Parliament was forced 
to take radical measures. The company’s annual dues to the government 
were remitted and a large loan from the public exchequer granted. 

Then came the disastrous action. The company was staggering under 
the burden of .a heavy inventory of tea. Looking to a solution of this prob- 
lem P^liMent granted it permission to sell tea directly in the American 
market. Tbs short-circuited English mercliants as well as colonial-ex- 

cept for a privileged few who were to act as agents of the East India 
Liompany. 

_ Now an extraordinary tiling happened. Although by this procedure 
. tea could be sold even cheaper to consumers m the colonies than when 

In forebears, the proposition found no friends. 

In fact pubhc opmion was outraged. The issue served to bring togethe 
conservative and radical elements and unite our people as never before 

dfflculty in its American public relations! 

Philadeiohia Tnhr, ®*<='“sive nght to all trading in the colonies. In 

rS && 

political niasses the issue now became almost wholly 



TRADE FOSTERS FREEDOM 


37 


Farliament was regarded as an omen of its intention to intervene in and 
control colonial fiscal and administrative matters. The right of self-govern¬ 
ment was at stake. Thenceforth thoughts of political freedom overrode 
economic considerations, to provide tlie final impetus which drove our peo¬ 
ple along a road that ended in rebellion. 

Events were rushing rapidly to a climax. When the East India Com¬ 
pany’s tea reached New York and Philadelphia it was unceremoniously 
sent back overseas. In a dramatic escapade some exuberant citizens of 
Boston dumped their shipment into the. bay. Parliament reacted vigor¬ 
ously and in 1774 passed the “Intolerable Acts” which among other things 
closed the Port of Boston, repressed town meetings, and posted more 
troops in that city. 

The great majority of the colonists were now aroused. Demand for 
united action became widespread and resulted in the meeting, of the first 
Continental Congress in September of 1774 at Philadelphia. While its 
members differed markedly among themselves, a common agreement was 
reached. A declaration was drawn up setting forth the political principles 
which the colonists avowed and a petition was addressed to George 111. 
More important, the Congress had recourse to the weapon which had pre¬ 
viously been so successful~the economic boycott. The Continental Asso¬ 
ciation was formed to carry out this plan over an extensive front and mo¬ 
bilize local committees for action. All colonies except Georgia joined. An 
effective job was done, and at times the activities of local enforcement 
groups wei'e violent and destructive. British exports to the colonies fell 
from £2,600,000 in 1774 to about £200,000 in 1775. 

But this time Farliament turned a deaf ear to the pleas of English and 
Scotch merchants whose trade had been hit. The Mother of Parliaments 
was irked. Lord North declared: "If the Americans refuse to trade with 
Great Britain they shall trade nowhere else.” ’ The rod was not spared. 
By the Prohibitory Act of 1775 all the colonies were forbidden to trade with 
any country except Great Britain and their ships declared liable to seizure 
for breach of this law. 

The final tide had set. Parliament was unyielding and bent on socalled 
disciplinary measures, But such action only brought increased resistance. 
More vigorous use of troops by the British was sure to lead to bloodshed. 
It was not long in coming. The skirmish at Lexington and Concord set 
off the fuse. 

Thus it was a changed Continental Congress which met in its second 
session a few weeks later in April, 1775, at Philadelphia. Unfolding events 
had legitimatized the radical cause, now gaining adherents from all classes 
and sections. The middle-of-the-roaders and those of soft counsel were 
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in disrepute. Centripetal forces were at work, uniting the colonists in com- 
mon cause. The long-cherished weapon, the economic boycott, suddenlJ 
seemed impotent. Overriding now were thoughts of military mobilization 
and a common armed defense. ^ 

All eyes centered on Massachusetts, the focal point of colonial resist- 

S.IT - ".d trade,m«. sated S 

blocks to jom the mushrooming militia companies. Support of this 
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BUSINESS PROMOTES POLITICAL UNION 
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from eight to ten days to make tWs journey by stage and cost $25. Tlie 
coastal sailing route through Long Island Sound was more commonly used. 
Its eastern terminus was Providence from where the journey was con¬ 
tinued overland, The trip from New York to Albany by boat might con¬ 
sume the better part of a week. It required sixteen days for a Carolina 
Congressman, Thomas Tudor Tucker, to repair to Philadelphia by boat.® 

The conditions which faced American businessmen after the Revolu¬ 
tion were not auspicious. When fighting ceased there followed a period of 
great expectations. Hopes ran high now that the long-sought independ¬ 
ence had been achieved. The coming of prosperity was assumed to be just 
around the corner. As a matter of cold fact, however, the poor war-weary 
citi 2 ens were destined for grim disillusionment. Things grew worse in¬ 
stead of better. 

The whole situation, both in government and business, could not have 
been more discouraging. Congress and the state governments were exist¬ 
ing precariously on the artificial respiration which had been provided by 
repeated issues of paper currency. Agricultural prices were falling. The 
flow of specie had again turned outward and manufacturing was declin¬ 
ing. It was difficult to earn money and almost impossible for farmers and 
artisans to pay debts. 

The reasons for the collapse in the demand for American commodities 
and articles of manufacture were twofold. During the war there had been 
the pressing needs of the aimies for grains, meats, and articles of house¬ 
hold manufacture such as clothing. Small shops had been working “round 
the clock” on military supplies. With the coming of peace this outlet for 
goods ceased entirely. Secondly, after the war there developed an ex¬ 
traordinary inflow of English merchandise. During the years of conflict 
the colonists had been deprived of many articles of comfort and the finer 
qualities of goods. At the same time the manufacturers of London, Bir¬ 
mingham, and Manchester had accumulated large inventories. This polarity 
stmek an economic spark of no mean proportions. English goods came to 
the new states in a tidal wave. "In the year following the Peace, $18,397,835 
worth of goods was brought into the countiy, and but $3,746,725 was ex¬ 
ported in exchange. By 1790 we had accumulated an unfavorable balance 
of trade to the amount of $53,992,655.”" 

Our foreign trade was a source of great disappointment. It had been 
confidently expected by the merchants of New England and the middle 
states that independence would bring us marvelous trade opportunities 
with Europe, The pot of gold at the foot of this rainbow was missing. 
When approached by our envoys the nations of Europe became coy about 
entering into commercial treaties. Although we were convinced of our 
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Not only did we fail to realize new triumphs in this field but we also 
lost some of our former trade advantages. In concluding the treaty of 
peace. John Bull left some mines of the delayed-fuse type The old Navi- 
pbon Acts were continued and operated against the trade of the new 
independent nation. As a result, our long-suffering merchant-traders woke 
up to discover that business with their particularly Fat customer, the BritiL 
West Indies, was restricted to vessels built and owied in England and that 
the importation of the New Englander’s salt cod was forLddl ti* * 
w™ hard bio™. Tbo, h„ oo/ooly our 
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which mflintBincd higher tflriffs> In ret&Ii&tion &n interst&te duty would be 
imposed on this trade. Meanwhile there arose complicated problems as 
to the Jurisdiction of different states over commerce on inland waterways. 
Virginia and Maryland engaged in an acrimonious dispute about traffic 
on the Potomac. Adding to this confusion was the fact that our business¬ 
men were calling in vain upon Congress to secure trade treaties with other 
nations. To sum it all up, one may say that the state assemblies were play¬ 
ing hob with business in general and Congress was beating the air in g«- 
tures of utter futility. ° 

In the meantime a forceful hard money movement had got under way. 
The specie which had come into the colonies from the spending of the 
British and French armies, plus our own borrowings, gave the countiy a 
moderate supply of hard money. As more paper was issued and as its 
value sank to ridiculous levels, the tendency grew to do business in specie. 
This was a natural but painful corrective. It was accomplished by the 
usual sufferings of a deflation. Prices and money wages fell. In the swing 
from paper to specie, people complained of the scarcity of money. Manu¬ 
facturing declined, pay rolls diminished, and business stagnated. 

Viciously entwined with the depression of business was the accelerated 
purchase of foreign goods. This caused not only a decline in our own manu¬ 
factures but a noticeable outflow of specie as well. Part of this movement 
was a normal operation of our merchants and traders. However exagger¬ 
ated reports circulated as to the amounts of specie sent abroad. To the 
debtor classes, made up largely of laborers and farmers, this seemed like 
high crime. Their complaint was that while they could not come by any 
hard money, the wealthy were sending it abroad. The seething discontent 
of debtors and the advocates of more paper money climaxed in Shay’s 
Rebellion in Massachusetts in 1786. This was a social disturbance of seri¬ 
ous proportions and it took some four thousand troops to quell the up¬ 
rising. It served to indicate just how bad conditions had become. 

The forces tending toward complete disorganization engendered a posi¬ 
tive and more powerful force in the opposite direction-a movement for a 
more effectively organized union. While there were some who were con¬ 
cerned primarily with political problems, the real impetus toward the 
adoption of the Constitution came from the merchant and large land¬ 
owning classes. It had now become clear to them that a continuance of 
the loose federation of states spelled ruin for business and extinction for 
capital. As British colonies they could afford separate self-sufficiency. It 
was an entirely different situation when the protection of the mother coun- 
ry was removed. In world trade a divided people were at the mercy of 
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Strong European powers. At home domestic business was being stifled 
by state rivalries and legislative irresponsibility. 

Leaders of business, both merchants and planters, came to realize that 
they were faced with a compelling necessity. Something had to be done 
to avoid utter chaos. There was only one road and that led to "a more 
perfect union” The first links in the great chain of events which was now 
to unfold grew out of one of our pressing economic problems. The dispute 
over regulating commerce on the Potomac had become acute. In 1785 
commissions from Maryland and Virginia met to discuss the thorny ques¬ 
tion. At this session it was proposed that a meeting be called of delegates 
from all the states to confer on matters of common interest. Accordingly 
the Annapolis Convention was held in 1786. Attendance was poor, Its great 
accomplishment lay in issuing the call which was to result in the Constitu¬ 
tional Convention of 1787 in Philadelphia. 

When the great charter for union was finally drawn there followed the 
nip-and-tuck battle for its ratification. Lines of cleavage which were to 
have far-reaching consequences developed between classes of different 
economic interest. Businessmen and large land-holders favored adoption. 
Opposition came most from those less fortunate in the economic struggle 
—the small farmers and artisans. 


As to the reasons which prompted the proposal for the Constitution 
and its ultimate ratification, Fisher Ames, who had been a member of the 
Massachusetts Ratifying Convention, had this to say when addressing 
Congress some years later: 


“I conceive, sir, that the present Constitution was dictated by com¬ 
mercial necessity more than any other cause. The want of an efficient gov¬ 
ernment to secure the manufacturing interests and to advance our com¬ 
merce, was long seen by men of judgment and pointed out by patriots 
solicitous to promote our general welfare.”' 

Charles A. Beard has summed it up as follows: 

To speak more precisely, the contest over the Constitution was not 
primarfly a war over abstract political ideals, such as states’ rights and 
centr^zation, but over concrete economic issues, and the political division 
wMch accompanied it was substantially along the lines of the interests 
affected-the financiers, public creditors, traders, commercial men, manu¬ 
facturers, Md allied groups, centering mainly in the larger seaboard towns, 
bemg ^ief among the advocates of the Constitution, and the farmers, par- 
ticularfy in the inland regions, and the debtors being chief among its op- 
ponente . . . but with all due allowances, it may be truly said that the 
Constitution was a product of a struggle between capitalistic and agrarian 
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interests " ‘ Speaking broadly this was the same division which was later to 
mark the Federalist and Jeffersonian parties. 

Ratification was secured by only a breath-taking margin. This was ob¬ 
viously no mass movement. On the other hand, once ratified popular sup¬ 
port was given to putting the Constitution into effect. "Differences of 
opinion there were . . . but that the new government was to restore 
public credit, establish adequate revenues, create a nation-wide judicial 
system, pay the debt, strengthen the defenses on land and sea, and afford 
adequate support to trade and commerce the members of the convention 
who met again as members of the federal government, must have been rea¬ 
sonably certain ” ’ 
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The first great problems to be faced under our 
newly adopted charter for union were of a financial nature. Moreover, 
they were laden not only with economic significance but with sectional 
politics and emotional feeling as well. An inept handling of them would 
have been disastrous. Their solution called for nothing less than the quali¬ 
ties of genius. Fortunately for us there was at hand one possessing the 
required capacities to a unique degree. Alexander Hamilton was appointed 
Secretary of the Treasury. 

In assuming his duties, Hamilton approached the problems from a 
sound base. He saw clearly that what the people wanted more than any¬ 
thing else was an ordered system under which they could work to advance 
their standard of living; that to secure this they must have confidence in 
government and know the rules under which they might operate; that the 
first essential for such confidence was a condition in government itself— 
character and integrity. He knew that to achieve this the financial credit 
of government must be established on a high plane. It was not alone that 
he knew these things, the important thing was the way he knew them. He 
believed in them with flaming zeal. 

As the first Secretary of the Treasury under the new Constitution, Ham¬ 
ilton needed both conviction and daring. When he took office the Treasury 
'was empty and its credit in disrepute. The people hated taxation. Business 
conditions were chaotic. The Constitution was not then the great legis¬ 
lative Gibraltar which it has since become. At that time many people 
regarded it as simply a .dignified manifesto, couched in general terms, of 
a plan for perfecting a union, adopted by a group of states which had 
just shown their incapacity to live under a federation. 

Hamilton realized that his only chance lay in pursuing a courageous 
course. He decided to avoid the pitfalls of compromise. If union under 
the Constitation was to work, it would have to do so at once. He proposed 
to submit it to major stresses. Accordingly he brought forward such meas- 
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ures as in his own best judgment he thought would bring order out of 
chaos. These were contained in four famous documents; the Report on 
Public Credit, January, 1790; the Report on a National Ranh, December, 
1790; the Report on the Establishment of a Mint, May, 1791; and the Re¬ 
port on Manufactures, December, 1791. 

The Report on Public Credit first addressed itself to the critical and 
thorny problems of funding the federal debt, both foreign and domestic. 
The underlying purpose of his proposals was to establish the credit of the 
new nation upon an irreproachable basis. In Hamilton’s opinion the 
whole Law and the Prophets depended on honesty and faithfulness in 
carrying out our obligations; 

In so strong a light, nevertheless, do they appear to the Secretary, that on their 
due observance at the present critical juncture, materially depends, in his judg¬ 
ment, the individual and aggregate prosperity of the citizens of the United 
States: their relief from the embarrassments they now experience; their character 
as a people; the cause of good government. 

If the maintenance of the public credit, then, be truly so important, the next 
inquiry which suggests Itself is, by what means it is to be effected—the ready an¬ 
swer to which question is, by good faith, by a punctual performance of contracts. 
States, like individuals, who observe their engagements, are respected and 
trusted: while the reverse is the fate of those, who pursue an opposite conduct.^ 

In substance Hamilton urged payment in full, together with arrears in 
interest, of all federal debts except the ill-fated bills of credit, the paper 
currency of the Continental Congress. No objections were raised to pay¬ 
ing the foreign debt which, with interest, amounted to $11,710,000, How¬ 
ever when it came to the internal federal debt the problem was somewhat 
akin to juggling a hornet's nest. Together with arrears in interest it 
amounted to approximately forty-two million dollars. This was represented 
by many forms of certificates issued under varying circumstances. All had 
severely depreciated, Some had been used as currency and had passed 
through many hands. By the time Hamilton submitted his plan of fund¬ 
ing a rapacious crowd of speculators had bought up large amounts of 
these loan certificates at low prices. Payment in full meant inordinate 
profits to them and bitter resentment on the part of those patriotic orig¬ 
inal subscribers who had been forced by war circumstances to sell at a 
loss. Many persons felt that an attempt should be made to compensate 
original as well as final owners. Beyond the question of equity, however, 
Hamilton recognized the more fundamental one of the sanctity of contract, 
The last owner held in his hand the promise of Congress to pay. Further¬ 
more, any attempt to judge equities involved so many difficulties of ad¬ 
ministration that it was a practical impossibility. There was also the urgent 
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necessity for prompt and positive action. Hamilton insisted that the restO" 
ration of our credit be achieved by scrupulously living up to the original 
promise—payment in full to current holders. Congress finally approved. 

In the same Report on Public Credit, Hamilton also proposed that the 
federal government assume the debts of the states, incurred largely in 
the furtherance of the war effort. Added to the issues raised by the fund¬ 
ing scheme, this plan aggravated both political and sectional differences. 
The southern states, believing that their debts were smaller than those 
of the northern states, claimed that assumption favored the north. The 
issue was settled by one of the most notorious horse trades in our political 
history. Adherence of the southern states was secured by conc^ing to 
them the location of the new national capital at Washington. The federal 
government assumed eighteen million dollars of debt from the thirteen 
states. 


What became of the Continental bills of credit, the inflated paper cur¬ 
rency of the war? Their end was ignominious. Under the funding plan 
they were made receivable in payment for the new bonds at the ratio of 
$100 in Continental bills for $1 principal amount of the new bonds—a 
d^reciation of 99 per cent. This was the final settlement of that concealed 
form of taxation, high inflation of the currency. 

The new bon^ now issued by the federal government were secured by 
a pled^of national revenues and the proceeds from the sales of western 
a.n s. e twelve million dollars issued to pay off our foreign loans was 
given a priority. Interest on the bonds for the domestic settlement was 
subj^t to some rather complicated adjustments but was paid quarterly 
at thirteen paying centers.* 


Hamilton’s resumption program was successful. The practical results 
justifled his position. Our new bonds were well regarded by investors and 

republic 

W hir H T A government was borrowing 

^ Restoration of 

A j^ing of confldence replaced an atmosphere of suspicion and con- 


Hf®ilton’sn^ major proposal, a plan for a national bank was set forth 

m his report submitt^ to Congress in December, 1790 He was 
the few men in the United States who bad » "o was one or 
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the Bank of New York. Financial problems had a particular attraction 
for him. 

In proposing the first United State? Bank, Hamilton had in mind an 
institution to serve both public and private needs. Business was suffering 
from a scarcity of money tokens as well as a lack of credit facilities. Un¬ 
der the new Constitution, Congress did not have the power to issue biUs 
of credit. However, Hamilton and others believed that it did have power 
to charter a bank and permit it to circulate its own bills or notes-a some- 
what fine but nevertheless a practical distinction. 

Following Hamilton’s proposal, the United States Bank was chartered 
by Congress and started business in 1791 with a capital of ten million 
dollars. Of this amount, eight million was offered for public subscription; 
*e terms to be 25 per cent in specie and 75 per cent in government bonds! 
The government subscribed for two million of the capital, to be paid 
for by a loan from the bank. The public offering was a great success. 
The provision for part payment of the stock of the bank in bonds served 
a constmctive collateral purpose. The taking of six million dollars worth 
of government bonds out of the floating supply strengthened the market. 
The notes which the bank issued, convertible into these bonds, began 
to look pretty good and circulated without discount. ^ 

The (barter of the United States Bank gave it a life of twenty years, 
r" fT “ “ spite of opposition by Hamilton 

incfton^ M* “ Baltimore, Boston, New York, Wash¬ 

ington, Norfolk, Charleston, Savannah, and New Orleans. Management 

that its'Sfe of fiigh repute. Hamilton had Listed 

4o government. He had written, 

^0 attach foil confidence to an institution of this nature, it appears to be 

an essenbal ingredient in its stmcture, that it shall be under^a privcUe 
not a pubiic direction . . .”« privaic, 

““‘fo advances to the 

Treasury At one time these ran up so high tliat the board of the Bank 
insisted that the government sell its bankLock and use the proceoS to 
reduce Its borrowings. The bank also functioned as a depository of govi^ 
ment funds and a fiscal agency for the Treasury. It Sed to wT„n 

r^ttances. Ill the field of business the bank served a wide range of private 
citizens in their usual commercial affairs. * pnvate 

™ PoUcies 
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under criticism. One thing it insisted upon was punctuality by borrower 
in meeting their obligations. This was perhaps a little ahead of the times 
Customers of inregular habits felt themselves much put upon. They comi 
plained that this policy was causing a shortage of specie. ^ 

In addition to .sponsonng the first United States Bank. Hamilton offi- 
dated at the birth of what has become today one of the world’s most 
exchange-the American dollar. In his Report on the 
Establlshm^tofa Mint he proposed that the value of our new unit of 
cmency, the dollar, be expressed in gold and silver at the bullion ratio 

^ Act passed 

eagles (?!(), $5, $2.M). Silver was employed for coining the new dollar 

of Act Thp™ controversy over the substana 

IS! >. coins be impressed with 

course would signify a learang toward personal government and a stultify 
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national fund, administer ^ 00 ^ a 

of new machines and skiUed^mechanicr A OTem^”“°® Importation 
inventors for the discovery of new was to be paid to 

I» .pplylng his psInclKSSdl’"’™^*"''- 
protective tariff on iron products but ^.® >^®nommended a 

He urged lifting the duty of three cents a j ^‘^mitting copper free, 
which seems startling today that our dnm E n reaiion 
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to manufacturing processes. application of waterpower 
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ment. He sensed with astounding prevision that manufacturing would 
come to play a major part in the American economy. Although Congress 
responded cautiously to the recommendations, its first revenue measures 
did reflect in the duties laid down on imported products the general 
policy of protectionism. 

Meanwhile in the field of finance other important developments were 
taking place. The successful launching of the United States Bank gave 
impetus to a movement already under way which was shortly to attain 
significant proportions. This was the organkation of commercial banks 
under state charters. The time was now ripe. Commerce was expanding 


bank. 

I T appearing to be the difpofiti'on 
of the Genrlemen in this City, 
to eflabliiha BANK on liberal prin* 
ciplesi the (lock to confift of fpecic 
only: they are therefore hereby invit¬ 
ed to meet To'Morrow Evening at Six 
o’clock, at the Merchant*! Coffee* 

Houfej where a plan will be fubmit* 
wd to their con^eration. 

Notice of meeting which led to formation of the 
Bank of New York in organizing which Alexander 
Hamilton took a leading part4 
Courtesy of Bank oE New York and Fifth Avenue Bank 

and the country needed a more liberal supply of money and credit. The 
first state bank was the Massachusetts Bank, chartered in February, 1784. 
It was located in Boston. 

A few weeks later a group of leading merchants in New York City 
organized the Bank of New York. Hamilton was one of its moving spirits 
and drew its constitution. The $500,000 capital was raised by the sale of 
1000 shares of stock, paid for in gold and silver. On its board or among 
its first shareholders were General McDougall, Samuel Franklin, Joshua 
Waddington, Nicholas Low, Rufus King, John McVicker, Aaron Burr, 
and Isaac Roosevelt. The Bank of New York had an auspicious start and' 
is still doing business in New York City, only a few short blocks away 
from its original location on Pearl Street. 

While our knowledge of banking was then rudimentary, it is interesting 
to note some of the rules of this first New York hank. Notes and bills of 
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exchange were discounted "at six ner cent ner u. i 

Will be made fa: I„„g„ 

counted to pay a former one. Paymenfmust be made in bank 
specie.” Furthermore "no drafts will be oaid !» u ^ ^ 
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of the multiplicity of foreitm orvito i„ ■ i j.- formidable because 

Bank of New Yori^ enioved®thf.rf,”cr The 

Treasury after the formation of the'np ° soaking the first loan to the 
tion. By the terms of ^ government under the Constitu- 

upon the bank in order to oSaVfuSf Treasury drew drafts 
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Philadelphia to Alexandria in August’ 179 rL^‘T fi’Om 

stock gambling; agriculture commLe fLn the"ff,®°” 
to make way for unremitted exeitinn < r*” ™® relinquished, 
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lot would work wonders. ^ ^ ® httle of the tonic was good, a 

funding md assumption^phjfLTQf bra’d^M^ Hamilton executed his 
profits. In the following year subscribers tn th made sensational 
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New York City was the scene of the launching of some of the most am- 

of movement there was formed the 
MiUion Bank of the State of New York. When its shares were offered at 
?500 each to constitute a capital of one million dollars, subscriptions were 
received for ten million. The next day investors were given an opportunity 
to stebe for shares in the Tammany Bank whose capital was to be 
two miUion dollars, and then in the Merchants’ Bank. 

According to the usual pattern, this period produced a dramatic char- 
Mter who epitomized and led the speculative fever. This was William 
Duer, fnend of Robert Morris and financial adventurer. He was bom 

Tn bad served as an aide-de-camp to 

LOTd Chve in India. Coming to America to purchase lumber, he finally 
settled m New York City and later served as Assistant Secretary of the 
Treasury under Hamilton. Duer might perhaps be called America’s first 
big stockmarket operator. In December, 1791 he organized a syndicate 
cumently Imown as the "Six Per Cent Club,” for “making speLlatlon.s 
m the Debt of the United States.” Subsequently, as Duer’s mood became 

“P^s^ve, he extended his operations to include trading in bank 
stocks of vanous kinds. ° 

1792, Du« found It impossible to go on and his ‘stoppage’ created ereat 
(hstress at N^v York, as there was scarcely a capSlift who wasC 

liicrl, * ^ obtained at any interest. At one moment it was said that as 

ti^fh«r°r although 
t tendered as collateral security. Hamilton 

toTh. authorizing William Seton to purchase public stocks 

to the amount of one hundred and fifty thousand dollars.” “The Six Per 

invested. Many people were ruined and Duer, according to the laws of 
toat tune regarding debtors, went to jail. The panic was, however of short 

th. disastrous, much o 

the traingin securities was sound and a healthy sign of expanding busi- 

1790 there hlff Hamilton had completed his funding in 

0 there began to be an active turnover in the nearly eighty millions nf 
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A small group of brokers in New York City began to meet regularly 
near a certain buttonwood tree at about the place that is now 68 Wall 
Steet In 1792 some twenty-four of these brokers signed an agreement 
relating to fair practice which also provided that “We the Subscribers 
Brokers for the Purchase and Sale of Public Stock, do hereby solemnly 
promise and pledge ourselves to each other, that we wiU not buy or sell 
from this day, for any person whatsoever any kind of Public Stock, at a 
less rate than one quarter per cent, commission on the specie value and 
diat we will give a preference to each, other in our negotiations , . ” 
There were no further important developments until 1817 when a regular 
meeting room was rented at 40 Wall Street and the association was fomal- 

ized by adopting a constitution and the name, “The New York Stock 
and Exchange Board " 

While there had been wild speculation in the shares of new banks it 
must not be inferred that the movement for increased banking facilities 
was without justification. On the contrary, the country was in dire need 
■ currency. Grovidng business required added credit facili- 

ties. -aese new state banks began at once to perform an important func¬ 
tion. They accepted deposits, made loans, and issued banknotes. Checks 
were widely used by clients in making commercial payments. One differ- 
ence between present-day banking practice and that of these early state 
banks is interesting Upon granting a loan the present procedure is to 

r? favor on the books of the bank. These 

early banks issued their own notes instead. 

V ‘•““S baninotts proceeded 

at raeh a ra^ rate Hat an iniation ot the onirenoy resulted This ^ 

hi ^ » 1784 Jth two state ba^ks. 

““mated twenly-two million doIlaK 
of ba^cte m dronlatlon. This compared with ap^rlmately toe S 

m to fifteen milhon. In other words the notes of the new state banks 
M become a ciroulating medium. During these years the IndL 
of domestic wholesale prices rose about 80 per cent.® 

In this hectic period of starting a multitude of new banks and onprni 

'’““"S “pariaace, the recori of IhSk 
d Dmted States was outstanding. Under private man^mni i, 
served the government and business well. It was wiselv and onnJ *• i 




VIII. 


EXPANDING FRONTIERS 

The China Trade and 
Westward over the Wilderness Road 


RECALL that immediately after the Revolution 
Great Britain had again invoked the Navigation Acts to prevent resump¬ 
tion of our profitable trade with the British West Indies. The colonists, 
however, found it was an ill trade wind, even if in the form of an English 
statute, that blew no good. The loss of our former trade routes caused 
the development of a new and glamorous chapter in American commerce. 
Yankee merchants with their good ships, tall of spar and sleek of line, 
reached out to new horizons. The China trade was opened, 

At the close of the war word began to get around in our seaport cities 
at there were high profits to be made in doubling the Cape of Good 
Hope. Added zest was given by the fact that this was poaching on English 
preserves in India and China. It did not take our merchant traders long 
to figure out that it was better to venture their ships in this new field than 
to allow them to rot at American wharfs for want of their fonner trade 
in the West Indies. 


One of the first trips over the new route was made by the Emnrcsn of 
China which put forth from New York in February, 1784, under the com- 
inand of Captain Greene. The round trip to Canton by way of the Capo 
ot Good Hope was made in fourteen months and twenty-seven davs.^ 
The next year. Elias Hasket Derby of Salem sent his Grand Turk to China 
and India. Other merchants now Joined in the race. The Cape of Good 
nope became a Yankee crossroads. 


Each of these voyages to the Far East was a great adventure. Sall/ne 

T "T ? ^ be Ms™- 

.iron hm^t from the Baltic, cotton duck and cordage from Europe 
wmes from Spam and Madeira, gin from Holland, food stuffs fcom w 
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own back country. Then tlie ship itself must be made ready. Each timber 
of the hull must be tried and all seams caulked. Spars, rigging, and ground 
tackle must be tested and a store of extras laid in the hold. One must 
go prepared, for the gales of the Atlantic and typhoons of the east were 
not easy on a ship’s gear. Not of least concern was armament. Pirates 
lurked in the West Indies and in the China Sea. The ship must be half 

man-of-war with cannon mounted amidships and with muskets and cut- 
lasses for the crew. 


One of the active ports in the China trade was Providence. In this citv 
no merchants were more alert in both foreign and domestic business than 
Messrs. Brown, known throughout the trading world of that day as “Nickv 
Snftf’ y”.The following note from Jack to MoLy gives^a 

good picture of an Amencan merchant’s entry into the China ti-ade! 


Brother Moses not knowing wheather I may see youTefor^I^grto the AkL 

?rm Tm^^Gti^rM “ ^“"'"“^ShotrAncteTBar? 

Cargo home worth £40000. The Wine to the ^ ^ 

t.ta « Wd at “".f T.“ 

and 12 Months’ Credit, with 8 or 10000 nnUnTo mostly had on 6 

P.-or^.c^.. 

Yrs &c 

John Brown * 

s?s;,r» r 

.iih, cn™ S’"' 

December, 1787, the General Having started in 

32.758 miles on her W “The 1789, with 

ward) amounts to £7904 7s nr f' invoiced (out- 

$26,348. . . . From ““g) 

the General Washington brought to her ow '’oy^ge) we learn that 

6 g 0 her owners a cargo valued at £29,951, 
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or, reckoning 16.^ cents to the shilling, $99,848 ” • This was a gross profit 
of about 350 per cent. A good old New England customl 
The great merchant prince of the China trade was Elias Basket Derby 
of Salem. He was one of the first to sense its possibilities and perhaps 
the most successful in its exploitation. It is reported that he owned and 
operated forty ships, although some of them undoubtedly traded in other 
areas. One of his most successful China voyages netted him $100 000 
a substantial fortune in those days. So keen was his business acumen’and 
so well disposed was Dame Fortune in his behalf that he is said to have 
been America’s first millionaire. Derby and other merchants of his kind 
made of the little city of Salem one of the best known ports of the whole 
trade world. In Batavia, Bombay, Canton and the Isle of France, ships 

and skippers of Salem were as familiar as those from New York, Boston, 
and Philadelphia. ’ ’ 

It is hard for us t^ay to realize what a “b’guess and b’gosh” system of 
navigation those old skipper-merchants pursued on their long voyages 
One of the great ships of that day. the Massachmetts, of 600 tL, safied 
for Batavia without a chronometer or an officer capable of working out 
a lunar observation. The Captain crept down the west coast of Africa by 
notog the color of the coastal waters. Navigation to the West Indies 
was equally haphazard. As an old writer humorously describes it: 'The 
Yankees knew the way to the West Indies a good while agoj they knew 
more ways than one. Their coasting vessels knew the way, without quad¬ 
rat or Prac^cfli! Nooigator. Their skippers kept their reckoning with chalk 
on a shingle which they stowed away in the binnacle; and® by way of 
observaPon toey held up a hand to the sun. When they got him Iver four 
fingers they knew they were straight for Hole-in-the-Wall; three fingers 

As we pressed forward to compete with England for the profitable China 

FmfhiTi^'T “ considerably^for the better 

For this fortonate result we had to thank no less a persra than Nanol^.nn 

1815 he gave our merchants and manufacturers a chance to capture 
trade formerly carried on by England and France. 

MarStP^°vlded by 
lariit Act of 1789. Tbs measure, among other things gave a in 

^nt discount on aU mport duties on merchandise brougbin on vessds 

wholly owned in the United States. Our China trade was^benefiJ^hv 

sfoTwas a Mo foreign-owned ships. tLs 

Sion was a blow, admmistered with great relish, at die long hated E^t 
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India Company. These were days of hands across the sea-but the hand* 
were clenched fists, 

As a result of all these favorable developments our reborn foreicn trade 
grew by leaps and bounds. America took the lead in neutral world com. 
merce. Between 1790 and 1807 the tonnage of our ships in foreign com 

IZ'ZT r total foreign trade increased from 

about $43 million to approximately $246 million; and the percentage 3 

to M peT^S^ Taounted from 24 per cent in 1789 

Wi* foreign commerce and shipping expanding so rapidly it was nat- 
ural that the domestic economy should likewise improve. Not only was 
Jere a boom in ship building but other industries began to forge L^d 
Although enacted primarily for revenue purposes, the Tariff Ac^ of 1789 
gave protection to some of our infant manJfacblres. Duties in variS 
amounts were levied on such articles as boots and shoes, nails glass^and 
chmaware soap, malt liquors, iron and steel, wool and cotton c irSs 
cheese, and manufactured tobacco The vounw r/.TM,Ki' • ” 

the Constitution. The period was critical Had^nd^ ° government under 
tions prevailed the new STiin nf i. •* i. ^ adverse economic condi- 
heavyUZ;As it ^s ^3od^ ^“““dered in the 

bred satisfaction with government In ? iff 

a=d “ ''' 

o» to 

revolution the dominant interest of our m* * 7^^ making. After the 
lands. They looked with high emeotaff opening of western 

Distant passes nev"teS S?5^:^^ vast unsettled areas: 

easy. Nature had imposed an obriacle however, was not 

the Appalachian Mountain system whini, ^ *°”**“ proportions. This was 
coast from New England to Vlaba3^ Th TS ® 
no long river highway of deen nenefrat-' j- '^o.rrler there exists 
the west. It ivas ueceLiy to nrocl^^^^^^^^ of 

travel through such passes as were availabk.^'^ backbreaking 

this were to go SrptoL^ra^oTLtemV^ 

Me further to the south, an east-west roa/3 England. A 

^ough Lancaster to Pittsburgh-later Philadelphia 

Baltmiore and Alexandria twf ^ 
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to the upper Potomac where they united to cross the divide over a route 
ori^nally laid out by Washington. Parts of this road later came to bo 
called the National Turnpike. Over this was to pass a main stream of 
westward migration. 

FurAer to the south there was developed the most colorful of all the 
trans-Allegheny passages-the Shenandoah-Wildemess Road. In working 
out tbs route our energetic land-hungxy settlers availed themselves of a 
great natural hallway, to which they added a trail hacked step by step 
through wild and rugged territory. 

A feature of the Appalachian system is a great central valley which 
^s in a southwesterly direction from Pennsylvania to North Carolina, 
"^ugh the more northerly portion of this, the Shenandoah Valley, lay 
the first section of tiiis new route to the west. The second section was the 
primitive trail, well named the Wilderness Road, which took off in a 
westerly direction through the Cumberland Gap. The blazing of this 
passageway was inspired by the initiative of Richard Henderson of North 
Carolina who like so many of his fellow countrymen was carried away 
with ftoughts of land development in the west. Its construction was made 
possible by none other than Daniel Boone, who had explored the old 
Indian trails leading into Kentucky. 

Henderson and some associates formed the Transylvania Com¬ 
pany. The plan was to buy an immense area of land from' the Cherokee 
Indian and resell it in small farms to restless eastern farmers. Henderson 
had Boone call a meeting of the Cherokees at Sycamore Shoals on the 
Wataup River. There the Great Treaty was negotiated by which the 
Transylvania Company purchased (or at least Henderson thought it had) 
about twenfy pllion acres for £10,000. This comprised parts of North 
CMolma and Virginia, and most of Kentucky and Tennessee. 

Henderson and the Transylvania Company then engaged Boone to 
open a road into the new domain. The latter, in 1775, recruited thirty lusty 
frontiersmen possessed of strong backs and shaip axes. They blazed and 
cut a trace through these untravelled fastnesses. It was Indeed a brilliant 
feat in road mabng. Starting at Watauga settlement on the Holston River 
n Tennessee, they struck west through the Cumberland Gap, across what 
was caU^sd the ‘Wl wilderness,” into the green rolling meadowT^f 
Kentacky, Following Boone came Henderson with some settlers who 
founded Boonesborough in 1775. Areas of rich land were offered for Tale 
in the hope that a growing flood of farm buyers would be attracted. 

Unfortunately for Henderson and the Transylvania Company their 
gans were shattered. Both Virginia and Carolina refused to recognize 

the enterprise had rendered an inestimable service to the young nation! 
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For years to come an incareasing flood of settlers was to pour down the 
Shenandoah Valley and over the Wilderness Road, following in the foot- 
keps of Boone and Henderson. From salt water to the blue grass of 
Eentudgr and to the fertile acres of Ohio, this was a migratory nlianny} 
of great importance. 

There were, of course, other land companies. One of the earliest of 
these was the Ohio Company which in 1749 had secured a grant from the 
crown of some 500,000 acres west of the Alleghenies. After the passage 
of the Ordinance of 1787 by whicli the public land system was estab¬ 
lished, there was increased activity in the opening up of new territory. 
The Ohio Company of Associates was formed and acquired 1,500,000 
acres on the Muskingum River in Ohio which it proceeded to settle with 
■people drawn from New England, The Miami Company took up another 
million acres in Ohio and with pioneers from the middle states founded 
Cincinnati, 


The opening of the Mississippi watershed to settlement marked a change 
of real significance. Because of the Appalachian barricade, the great 
overland distances, and the fact that their river-hi^ways led to the Gulf 
of Mexico, the pioneer settlers in Kentucky and Ohio looked west and 
south instead of east. Their products went to market down the Ohio and 
Mississippi Rivers, and their concern with this system of transportation 
was an impelling motive for the Louisiana Purchase. The physical char- 
Mt^tics of tile continent induced in them a sense of isolation from 
tteir compatriots on the eastern seaboard. A western point of view was 
brou^t into being. The frontier had crossed the Alleghanies and was 
thenceforward to remain in the west. This was to have a profound influ¬ 
ence upon our affairs, social, economic, and political. 

a rolling snowball. 

^ 1790 the Mississippi Valley had a population of about a hundred 

Sri” States as a whole; by 1810 

rt h^ over a milhon or one-seventh; by 1880 it had three and two-thirds 

Snn It took longer than from 

fibered ^®S*“togs were modest But those tough- 

^ Wilderness Road of L 

nTifli n of events- Ae otT • rough passes, started a great 

Valley; the conquest of thT4teV^VfeaUv Mississippi 
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EARLY ADVENTURES IN BUSINESS AND BANKING 


Z^OMESTiG business between 1789 and 1820 went 
through cycles of prosperity and depression directly controlled by the 
condition of foreign commerce, which in turn was governed by our rela¬ 
tions with England and by political events in Europe. Broadly speaking 
our business affairs then, and from then right on down to the present, have 
been tied in one way or another to the politics of Europe. 

As we have seen when the rumblings of war echoed across the Channel 
between England and France, American merchants gained greatly in 
neutral trade. When peace reigned and we were faced with unrestricted 
English competition, our foreign commerce fell away and carried domes¬ 
tic business with it. But on the whole our economy expanded. Most of the 
time farmers secured good prices for their produce. Local trade was 
active and capital accumulated. 

However, when fluctuations did occur they were pronounced. Business 
was knocked into a cocked hat when Jefferson declared an embargo on 
exports in 1807. Repercussions from this caused its repeal in 1809 when 
an act providing for nonintercourse with Great Britain was substituted. 

During the first months of the War of 1812 commerce of the middle and 
southern states suffered disruption because of the English blockade. New 
Englanders on the other hand, whose ports were unmolested, did a rousing 
trade, drained specie from the other states, and incurred no little jealousy 
on the part of their fellow countrymen. Later when the blockade was 
extended, the whole nation suffered..This gaye rise to the same foreign 
trade conditions as prevailed during the Revolution. Blockade running 
became an accepted routine. Our privateers once again ranged the seas 
to harass Britannia and bring home prixe cargoes which helped to sus- 
tain the flow of commerce. 

Although our banking and monetary system was rudely shaken by the 
w^, it did not collapse completely. Specie payments were suspended in 
1814 except for the banks of New England. Government deposits in many 
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State banks were Immobilized and the Treasury’s notes suffered sub 
stantial depreciation. Government bonds to finance the war could onlv" 
be sold at heavy discount and then in terms of an already denreciateJ 
paper ctmency It has been estimated that for some eighty million dollar 
of jach bonds the government received a specie value of barely thirty-four 
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Interior view of early hat factory 
0/ IndustHal Art, BenJ. Butterworth, United States 


Patent Office 


When the war ended early in 181 *=? fVi« k • 

Foreign Jd Sg 4^7,7*“°” ”■<*- 

merchants sent over goods in the sam! ™ same tune English 

after the Revolution. Prices of man^! ! speculative adventure as 
for many American productsIC^demand 
fairing plants were badly hit aJd diminutive manu- 

Then came recovery activated by exoandl^^T®^- months. 
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new banks. This movement had been intenupted by war conditions. It was 
now renewed with vigor as hopes, dreams, rainbows, and illusions pro¬ 
vided the basis for organizing new institutions. Banks were started without 
any regard for the legitimate needs of business. "Wherever there is a 
‘church, a blacksmith’s shop and a tavern' seems a proper site for one 
of theml” ^ By 1816 the new nation boasted upwards of 240 banks all born 
within one generation. Spurred on by a speculative frenzy and the sus¬ 
pension of specie payments, these unregenerate institutions erupted bank 
notes in a volcanic manner. Circulation jumped from abqut $22 million 
in 1811 to almost $100 million in 1817.® 

This condition added to the dissatisfaction with the banking system 
which had arisen during the war. It was increasingly apparent that the 
state banks constituted a weak reed upon which to rely. The situation 
called loudly for better organization. Congress had come to regret that 
it had discontinued the strong Bank of the United States which had served 
so well from 1791 to 1811. 

Accordingly in 1816 the second Bank of the United States was organ¬ 
ized. Its plan was much like that of the first Bank except that the capital 
was $35 million instead of $10 million. Of this capital the government was 
to subscribe $7 million in specie or in 5 per cent government bonds and 
the balance, or $28 million, was offered for public subscription, payable 
one-quarter in specie and three-quarters in government bonds. 

This new Bank was given a charter for twenty years, exclusive except 
for the District of Columbia. It was to be the official custodian of govern¬ 
ment funds, unless the Secretary of the Treasury should appear before 
Congress with reasons to the contrary. Its notes were to be payable in 
specie upon demand and were to be limited to the amount of the Bank’s 
capital. Out of twenty-five directors, five were to be appointed by the 
President. For these privileges the Bank was to pay the government 
$1,500,000, transfer its funds without charge, and undertake to get the 
system of state banks back on a specie basis. This last was quite a contracti 

Unfortunately for the country, this second Bank of the United States 
did not at the outset repeat the excellent record of the first under the 
aegis of Alexander Hamilton. The launching was far from auspicious. 
When the shares were offered in July, 1816, public interest was apathetic, 
Subscriptions dragged along. The Treasury was only rescued from its 
embarrassment when Stephen Girard of Philadelphia assumed the un¬ 
subscribed portion of some three million dollars of the Bank’s stock. As 
public subscriptions fell due, conditions as to payment in specie and gov¬ 
ernment bonds were unwisely relaxed. 

Early in 1817 this second Bank of the United States was ready to 
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undertake its responsibilities, the principal one being to induce the state 
banks to resume specie convertibility of their extensive note issues. The 
new Bank was successful in working out art agreement to this effect. The 
state banks promised to resume specie payments but only under con¬ 
ditions which put the national Bank in a vulnerable spot. Theoretlcallv 
specie payments were resumed at the end of February, 1817. ^ 

However, the program did not work out. The basic difficulty was that 
our people were embarked on a speculative binge which was especiallv 
hectic in the south and west. Tlie management of the second Bank was 
carried away by the prevailing fren 2 y. It also fostered speculation. In 
addition, several of its branches got completely out of control and 
went on ffieir own way rejoicing. Meanwhile the state banks of the west 
and south plunged ahead in their hectic adventures. Their pledge to 
rraume specie payments was honored largely in the breach. Almost every 
dev ce was resorted to in order to avoid responsibility for final payment 
M of ^change by haslily teutog n. 0 ,. bill, „„ ofcrLnll 

t ^ bills because it was said that it 

took a race horse to catch up with one. 

Instead of furnishing the business community an example of nrohitv 
and constructive leadership, the second Bank got into quffe a m H 
to kewild^togly to ito poUde,. Sto* 

to PhWdptoa „d Bdttaore had ac^dmi a domlnattog taaXK 
d^abon of ib, polIcl». fatorj boaam, oaa 

"Sy 'vUch bad adaed 

In tbat^ iTu “?? -r^^diao invtoitodaa. 

land. Finally in 1819 the babble b*' . a* Wesf it waa iand and more 
of debtoto ted ae ^ “llnFnd. A huge auny 

We gnoup of t W W- ’ll' 

wad Stl oaLod *^ 0 : Slb^“ *'■' 

luce" "elCS 

became acute and banidna condltimi. ^ thing. As buaineaa troubiea 
^ fcr payment <d aS“f P«- 

bee. Poiiciea of vigotoua tetteaol.™!^ mcreaaed ita importuni- 

g loua Mrenohment wore appiied. Thla accituated 
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the existing ill-feeling between the state banks and die national institution. 
The former, together with innumerable local debtors, claimed that they 
were being ruined by the machinations of an insensate money monopoly. 
The situation was aggravated in the south and west where in fact the 
debtors had no liquid resources with which to pay. At this stage of defla¬ 
tion what was needed was extension, not retraction, of credit. 

The Bank, however, continued to put on the screws. When debtors 
could not make good, the security wHch they had pledged was seized. 
The situation in the dty of Cincinnati was somewhat typical: 

As a consequence of the transfer of real estate the bank owned a large part of 
Cincinnati; hotels, coffee-houses, warehouses, stores, stables, iron foundries, 
residences, vacant lots; besides over 50,000 acres of good farm land in Ohio and 
Kentucky. Its possession of this vast property maddened the former owners, now 
impoverished by a recklessness which they would not acknowledge. . . . More¬ 
over, the situation gave to the politicians an opportunity too tempting to be neg¬ 
lected, and by a slight effort of the imagination one can almost hear the rever¬ 
berations of "Old Bullion” Benton’s voice startling the drowsy Senate as he 
thunders: "I know towns, yea, cities where this bank already appears as an en¬ 
grossing proprietor. All the flourishing cities of the west are mortgaged to this 
money power. They may be devoured by it at any moment. They are In the jaws 
of the monsterl A lump of butter in the mouth of a dogi one gulp, one swallow, 
and all is gone!" ® 

Thus through the mouthpiece of “Old Bullion” did the harassed debtors 
of the west and south give voice to their distress. Especially bitter was the 
feeling of local state-bank groups against the Bank of the United States. 
In it tiiey saw a strong outside competitor. More galling, however, they 
found in it a monitor now determined to impose principles of specie pay¬ 
ment upon banks who would live by paper alone. 

This antipathy had been growing for some years and found expressiou 
in a series of laws by various states Intended to restrict the power of the 
Bank’s branches or to embarrass them through taxation. TTie State of 
Maryland was one of those seeking to impose such a tax. In so doing it 
unwittingly set the stage for a notable event in the evolution of the Ameri¬ 
can system of government. Chief Justice Marshall was given the oppor¬ 
tunity to bring to life before his countrymen the Constitution as the great 
charter for a united people. 

The case in the United States Supreme Court was that of McCulloch v. 
Maryland, Did a state have the right to tax an instrumentality or activity 
of the federal government? That was the prima facie issue. The real 
issue, everyone realized, went to the very fundamentals of government. 
The new nation had reached a crossroads. At last the question which had 
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been seething in the minds of many was brought out into the onen befft.-,. 
the supreme tribunal of the land. Were we to have a strong vigorous 
umon or was that concept to fall, a sacrifice at the altar of Seal som- 

The case was arpied in the humble setting of a basement room of the 
national capitol. It seems that in planning that building the Supreme 
Court had been overlooked. But the very simplicity of the scene leS em- 
phasis to the importance of the drama which was being enacted A distin 

rf legal slent J ^ ^ . 

S «;• Webster, William Pinkney 

and William Wirt, In opposition, to support the Maryland no«B 

Con^c 6. 1819. the Chief Justice delivered the 

Courts opinion as written bv him<!Plf Tn ^ «<-iiverea me 

■■ale, let it be vriCe .ft ^ ‘»8«- 

are appropriate, which are plataly atpSif ??«'*"* ■’We'' 
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The constitution when thus adon^°d * by State governments, 
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revere rolls copper 
and slater spins yarn 
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REVERE ROLLS COPPER AND SLATER SPINS YARN 
It Is the imiversal belief that no one in this country could make copper as 

-ba-Uy Z 

STgreJ;:; * 


Tn^sJr 'deas into practice. 

L^sbL^ at Canton, Massachusetts, a plant for rolhng cop- 

per sheets. This was an important first step in the development of the 
copper industry in the United States. ^ 

Out of New England shipbuilding has grown an industrial progression 
which IS an interesting example of the chain-effect in busineL The de¬ 
velopment was roughly as follows: New England shipbuilding; produc¬ 
tion of brass parts for ships gear and copper sheathing for ships* bottoms; 
ac^mulahon of small pools of capital; little shops for converting coppe 
and making hardware became large factories; because of this interwt 
Boston capital opened our first copper mines, in Michigan; later New 

m?le“ f Ae wi?.development of the great copper 

While many little workshops such as Paul Revere's were growing into 
larger businesses, certain gentlemen of charitable intent turned to the idea 
of a cenrtal workshop where the unemployed could be put to work under 
supervision as a means of relieving the needy. The ‘Pennsylvania Society 
for the Encouragement of Manufacture and the Useful Arts” and t£ 
Nw York Manufactumg Society” were organized. The purpose of the 
furnishing employment for the honest and indus- 
tnous poor. Whether it accomplished this result to any great degree is 
un^rt^. However it did provide work, for a short time, for oneLnest 
Md mdustrious person who refused to remain poor. This was Samuel 

~ 

thf AZffbt”®” “ Slater worked in one of the mills where 

process for power spinning of cotton yam was in opera- 

EnaiS improvements, had put 

vant rr this al 

Arkwright process was shrouded in mystery and the 

^rfof L?® ma^neiy prohibited. Businessmen to thfe country 
wa^to fl T !’ these developments and tried in eve^ 

Sfoter^a ^T *® w^®®^® go >-000^ “ the Arkwright mills.^ 

Dortunitl Tf “ o°e of these semiseeret plants, sensed an op- 

P ty. It mi^t not be possible to export the machinery. It might be 
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possible, however, for a workman with a flair for mechanics and a reten¬ 
tive memory to take his knowledge to America. Accordingly, not long 
after the final adoption of the Constitution and just as new business hori¬ 
zons were opening up in the little republic, there stepped ashore one day 
at the port of New York a young man with big ideas. Carefully locked in 
the brain cells of Samuel Slater were the secrets of the Arkwright process 
of power spinning. His first employment with the New York Manufactur¬ 
ing Society did not last long. One gathers that Slater was not impressed 
with his business prospects in this enterprise. Shortly we find him casting 
about for another connection. 

At tliis point we again meet an old friend, Moses Brown of Providence, 
of the well-known quadrumvirate, “Nicky, Josey, Jack, and Mosey.” It 
seems that Moses Brown together with several members of his family had 
been experimenting with textile machinery in an attempt to fathom the 
Arkwright process. They had not been getting anywhere. Slater wrote 
asking for a job. Moses Brown answered Slater's letter immediately, in¬ 
forming him that if he would come to Providence, "we should be glad 
to engage thy care so long as they can be made profitable to both, and 
we can agree.” ’ Slater accepted this offer, and in April, 1790, signed a 
contract of partnership with William Almy and Smith Brovm. The latter 
gentlemen were both relatives of Moses Brown and were associated with 
him in business. By the terms of the agreement Slater covenanted that 
he would erect and put into operation one hundred spindles to be driven 
by water power. As compensation, he was to receive one-half of the profits 
while Almy and Smith Brown would split the other half. 

Success was not immediate. Slater toiled, experimented, adjusted, and 
finally got the plant going—the first practical power-operated spinning 
frame in America. Cotton yarn was produced at a fast rate and at a frac¬ 
tion of the cost of hand-spinning. Ihis gave New England its textile in¬ 
dustry and marked the practical beginning of our factory system. 

Once worked out the process and machinery were not difficult to repro¬ 
duce. As Slater had brought the Arkwright idea to America, so workmen 
trained in his plant spread the process to other cities and to other capi¬ 
talists. 

Significant as this development was, events were soon to occur which 
caused this small brooklet to become a river and revolutionise the Ameri¬ 
can economy. About three years after Slater started in Pawtucket, Eli 
Whitney perfected his cotton gin. Previously a laborer could clean by hand 
only a pound or so of cotton per day. Now one of Whitney’s gins, when 
hooked up to a small amount of power, could clean In the same time several 
hundred to a thousand pounds. The effect was to touch as with a magician’s 
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wand the economy of the South as well as that of New England. The 
Whitney gin opened a commercial outlet for the short staple cotton of the 
southern uplands. At the same time it gave the new textile industry of 
New England an abundant supply of cheap raw material. ^ 

Then came the embargo in 1807, nonintercoiir.se with England in 1809 
and the war years 1812 to 1815, during which periods practically all im¬ 
portations of English cotton goods were stopped. Our new little spinning 
mills WCTe given a golden opportunity to sell their products in the local 
market. “In 1807 there were fifteen cotton inill.s running SOOO spindles and 
producing 300,000 pounds of cotton yam annually ... in 1815, 500,000 



interior view of early textile factory 
Memoir of Samuel Slater by George 5. White 

pCT^yi.® to 76,000 persons with a pay roll of $15,000,01 

the weaving bad produced yam on a quantity basi 

holds. Finally in 1814 F * * looms, mostly in farmer housi 

had Sor cl® i what Slat, 

to the weaving procew Towell application of water pow. 

integrated cotS S ^“’^her and built a full 

time hi Massachusetts. Here for the fin 

carried on in one plant spinning, weaving, and printing wei 
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lie capital accumulated by the merchant and Ashing intemsts of New 
England began to flow into the textile business, This new onpoilunity 
or venture capital was particularly opportune bccuu.,c our shipping and 
forergn trade beginning to sufier from eontinuod discrim nati™ by 
EngUnd after the War of 1812. Little textile mills were opened in many 
^munihes. The nation, especially New England, was thenceforward 
to travel at an accelerating pace along the toad of an industrial economy 


When we approach theyear 1820 we reach the point where business de- 
velopmenb m the weft must be reckoned with. Although it was not until 
after the Hevoluhon that trans-Alleghany settling really started, progress 
m the newly opened territoiy moved at a quick pace. By 1815 Pittsburgh 
a manufacturing center and w.as already referred to as 
the Birmingham of America.” The main route to this rapidly crowing 
frontier city was west from Baltimore or Philadelphia. Settlers would buy 
farm horses and a Conestoga wagon, load up with supplies and equip- 
ment, and then stmggle patiently across the mountains to Pittsburgh, 

dwn the Ohio River until tJiey found the land on which they wished to 

^ embarkation point. 

Here East met West. A growing stream of settlers flowed in, some to 
stay others to continue on westward. Obviously this was a good place to 
do business. Merchant traders from Philadelphia and Baltimore opened 
branches or established agencies at Pittsburgh. The course of trade was 
somewhat as follows: 

Merchandise would be brought overland from coastal cities, This would 
be exchanged for the products of Pittsburgh and the Ohio Valley which 
included iron, iron utensils, hemp, rope, bottles, whiskey, bacon, and ham. 

It was not economical to send these back overland to the coast. Instead 
fte law of ^avity was allowed to do the work. The goods were placed on 
flatboats ami floated down to New Orleans, a trip which took about forty- 
five days. Here small portions might be sold for cash. The balance would 
be exchanged for sugar, indigo, and cotton which would then be shipped 



76 


THE EPIC OF AMERICAN INDUSTRY 


This great manufacturing town contains from eight to ten thousand inhabit¬ 
ants. ... 

Among its manufactories are the following: 

1st, A steam rolling and slitting mill, ... of sevetity horse power on 
Evan’s plan. * 

2d,. A steam flour mill, of twenty-four hor.se power, on Evan.s' plan 
3d, A steam paper-mill ... 

4th, Steam cotton factory, of twenty horse power, on Watt & Bolton’s plan. 
5th, A steam woolen factory ... ^ ' 

flth, A wire manufactory, propelled by steam. 

Steam engines-Tliere are three exten.sive establishmcnt.s in thi.s place for the 
making of steam engines: ^ 

1st, The "Pittsburgh Steam Engine Company,” construct them on Evans’ 
Plans. ... The hands employed by this company arc about one hun¬ 
dred, generally. Many of the anchors were made by this company for 
Commodore Perry’s squadron on lake Erie. ^ 

2d, Bolton and Watt’s plan, improved, are made, extensively, by Thomas 
Copeland. ^ 


3d, The "Mississippi Steam-boat Company," on Fulton’s plan. 

G nss-There are at tlris place two white and three green gla.s.s.houses. This 
article of manufacture has become one of the staples of our trade. The amount of 
glass manufactured, annually, is valued at $200,000 . . 

whtr/.ro'^'^Vi V®? “f three large and extensive air-foundries. 

anvils of hollow^are, castings, cannon, cannon balls, smith’s 

anvils, sad irons, steam-engine castings, & c . 


“P* "’Woh mate all kinds a 
sylvania bank.®^^ ^ ^ discount and deposit, a branch of the Penn- 


time^msbuS^ijdrt?'^^^ <^™inutive, they were not so at tl 

Astern enir-T?^ “ Population of eight thousand was a large oit 

% These of F-oducts was particularly good for an interii 

Satio3 f centuw-the indu 

tnalization on a fabulous, scale of this western country 
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• 1 j r ^ process of opening rapidly 

Li ° ^ miration of 

European fanners and workmen started toward the new territories. As if 

transportation required 

I S these njland riches. Within a quarter of a century we perLted 
elock system of canal construction for carrying boats over grades- river 
steamboats; and rieam locomotives for overland trips. Then\s new de- 
mands arose for iron m quantity we worked out smelting with coal in 
place of the expensive, restrictive charcoal process. We uncovered large 
beds of iron ore and coal, accessible to our centers of population. ® 

uncertain future in the 179()'s was 
s^iortly to find itself with undreamed-of riches in its new fertile wL^n 

iL ""f ^ the age of mechanical power just 

Forhin^J” ^ ^ 1? The GeiJi of Good 

Fotoe were in perfect step, laden with bounty. 

ment nfTT?® and the develop- 

ent of Its trade resolved itself into a great battle among the old port 

Lfiadd V seaboards. Merchants in BostL, New YMk. 

nand- ^ ^ahimore, and New Orleans strove mightily to channel ex- 
P ing commerce for the benefit of local Interests. The businessman’s 

I?" «" “Prmaoy. Hie 

thp rpff- A f ™ *e physical characteristics of 

the region. A large and well-protected harbor is joined to the back country 

y e deepwater Hudson River which penetrates well Inland From fV.^ 
upper Hudson, the Mohawk Valley strikL westlUto Se“ 

ranff f! *he Appalachian mountain system in its whole 

e. There followed in picturesque succession trappers, trad- 
77 
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ers, and settlers. Then the Erie Canal and the New York Central Riilrnoj 
Thus New York Cit/s career as the greatest port of the VwSem S 
sphere may be traced back to some remote convulsion of Nature whioh 
caused receding icecaps to carve the Mohawk and Hudson Valievs infn „ 
natural highway from the coast to the Great Lakes ^ 

In the early ISOO’s the port of New York was something of a turbulent 
upstMt. Its rapid growth and the increasing wealth of its merchants dial 
lenged the prestige of other ports on the Atlantic such as Salem. Bosto 
Philadelpba. and Baltimore. In the I820’s, events took place which wS 
to inake this former Dutch settlement the uiicontested leader and creat 
est busmess center of the New World. Its population rose from E 
nm b 1800 to atao.1800,000 ta 1880. It. h.?boT bc-camo tbe gattS 
fcough which flowed the grain, lumber, and livestock of the midwest into 
world markets across the Atlantic. A swelling tide of miscellaneous 
ports surged back to provide for the ever-increasing demands of the west 

Tf be 4«Klered tnubMuJ; 

0 trS Sfthc®-odcn?metr4oh^ 

I We&d '* ''“V ““ «><= <-«>ruotl„b.( 

trade, Cadwallader Golden in 1794 i with Indian 

“Goods arelilv LieTfrn i n that 

those Nations that lie neare^ WateTah 

(or in the dry Season flvo lUnLl i , 

between the Mohawks-Biyei md tixe Wood 
Oneida Lake, without goinE near Z.. 9^7 
Lakes upon which 

always had an absorbing intemsHn'bi Washington, who 

along the Mohawk Rivef to WoL CreeK”® 
the possibilities of this route In h deeply imjjrcssed with 

V^S.a,ebe™....t“ft P““‘“ »P‘"<on in Ne. 

■niepeM wTo"^™ MiTTmlr ■'“tlT”*'" 

promoter. Much aspersion has hi ecoi^omle drama is known as a 
suit because, under the law of "'^'0 follow this pur- 

man judgment, many promotions the frailty of hu- 

at the .try heart ^helr work is 

losses of ninety-nine small failures tf the can well absorb the 

Canal, a Ford Company or a Pan hmidredth case results in an Erie 
P ny. or a Pan.Amencan Airways. We have now to 
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record how a promoter, endowed with imagination and initiative seized 
upon the elements a New York waterway to the West and forced 

™ *'■« 

Efenah Watson, a New Englander residing in Albany, took a practi- 
cable first step by enlising the aid of one of the country’s most renJXd 
ahzens, General Philip Schuyler. Together they secuSld tire su^Tol 
Governor George Clinton. Accordingly in 1792 the New York State ifegisla^ 
hire pa^ed a bill incorporating two companies to cany out the Watson^mo 
posal. These were the Western Inland Lock Navirafi^n rJI ^ i 
the N^em Inland Lock Navigation Company, ne fonder 
oamd 0 Uie pu^osa of -opening a lock nayl^cn ftom the nowriahle 
part of Hudsons river to be extended to Lake Ontarfn onri fn 

kke,- while the Notthem Inland Lock 

l^P^. from the now navigable pmt'cl^Hndaon’a riv^ m l1 

*°nlf W e«. 

there wOTe offered for public subscription 1,000 shares of stock'at $25 nf 

pSfmm com. 

i l"k °ccrfrn“ctif wTt^'id r’°'’ 

reonrC^“-7T“ 

slowdcwr^rime v^aS I.'""" “'^S»«on had to 

dent that the only practicable col expenence it became evi- 

water levels ofwhlch could be contrnl?rfl'T?*^” artificial waterway, the 
doned. The WestL Inland LoTm construction was aban- 

a glorious onT ^ Company was a failure, but 

adventare. The atakt y^hiS^M ™“ n.'’’ 

Vork, Ohio. an”Snr?^„yr^f“™ ^ *<’ Nmv 

in fr.^t thatgea to aeome 
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High transportation costs limited overland shipment of bulkv nrnri ^ 
like gram and lumber to distances of not more^than « products 

-e. The«f.„ the p„j«ed CcrnTgt" Strj 
to odew.te, by over 90 p«r m,t. o..o can 
thusiasm of the western farmers and New York businessinr ^ ®"‘ 
vision of vast trade possibilities and a Erowine stream nf n ® 

Accordingly, under the leadership of DeWiti Clinton ^ 

for a separate waterway from Albanv to T nto t?,.- j. project 
360 mile., A> in Uto 0 ,™ pISs 

4e grad„ ot fta route, Viwcd eltopW a ^“of 

iuItopr.etie.I.^ecir^.’teaftVktoriit’?'"'' 

Blve, aud W„™S; ''“w™ 

esitaatei lndlcate”a W o(™'MOOo''To*ra'”°t"v' 1"'“'"''“')’ 
<»at of a private eOtopany ,T° R™' on U.; 

Utioned but President Mndton dasbed^t^ 1 ^“ P«- 

by vetoing a biU which would have annli^ ^es of the Erie’s sponsors 
for constructing roads and canals tb^^- the several states, 

United States 1 the NaUonaT^^^^^^^^^^ -ned by the 

without success. The only course leftwacV T® ®°**®*®d in Europe 

New York. The mere thought of sul uf° State of 

from the more conservative taxnaver^ caused vehement protest 

f«J> in State bmbupt» bSSLTi” '>’« '>><" «uld only 

iced a loan fa ri,. p^L N« ^ 0 * legislature authei 

tmito on salt, steamboat passeneeta ™L?f i5“f'' '“ivioe tbls debt; 
Mi nem tbo propoaed route me to be aet '"“I certain 

taking and adventoe iito ‘ “‘“POndous nnden 

In addition to the great distance Involvprl proposed Erie Canal. 

Mme and the canal carried by aqueduct grades must be over- 

have already noted, AmericaLT^ T" waterways. As we 
j®owledge of canal and lock construcHn engineering 

bi> * power shovels capable of f.a- “ntractors of that time 

dr'H no trucks nob ^ J^oomful of earth in one 

^lUs. The worjcers on th; Erre W nnd no air-driven rock 

had u d j, 2000 B.C. when it tools that men 

the Brst Suez Canal was at- 



OLD LADY ERIE 


8l 


Construction was carried on by letting contracts for small, separate 
sections of the canal. This meant that anyone who could muster some 
horses, plows, and a small group of farmhands had an opportunity to 
engage in digging "Clinton’s Big Ditch.” Construction progressed favor¬ 
ably. The American genius for resourceful solution of difficult practical 
problems was manifest from the outset. For example, in the report on the 
work for the first year, it was stated: “It has been ascertained that much 
labor in excavation is saved, especially in dry ground, by the use of the 
plough and scraper; and it is found that banks constructed in this way ... 
are much more solid, and less liable to leakage, then those which are made 
after the European method with the spade and wheelbarrow.” * 

Ground had been formally broken for the great work on July 4, 1817, 
and for eight weary years the citizens of New York State watched im¬ 
patiently as the canal inched its way slowly along. When finished it was 
363 miles long and 83 lift locks had been built in order to attain the maxi¬ 
mum elevation at Bulfalo, some 566 feet above the Hudson tidewater 
level. The width of the canal was 40 feet at the top and 28 feet at the 
bottom. The depth of the water was only 4 feet but this was sufficient to 
permit the passage of boats of at least 30 tons. Horses and mules moving 
along the towpaths provided the power for pulling barges from one end 
of the canal to the other. 

This separate waterway was so coustnacted that the water levels were 
under conbol except for rare occasions of extreme flood. There was an 
aqueduct which carried the canal and its towpath across the Genesee 
River. This was about 800 feet long and viewed alone was a major achieve¬ 
ment. Also, in addition to the regular locks by which boats were to be 
lifted upgrade, two special locks were built, one at Utica and one at Syra¬ 
cuse. In these, by measuring the difference in the amount of water dis¬ 
placed by a boat when empty and when loaded, the weight of a boat’s 
cargo was calculated. Tolls were levied accordingly. 

At long last, on October 26,1825, about one hundred years after Cad- 
wallader Golden had pointed out the possibility of such a waterway, the 
Erie Canal was opened. The inaugural ceremonies for what was then re¬ 
ferred to by many as the “Grand Canal” were as expansive as the project 
had been ambitious. Argosies of canal boats, with bands, fireworks, and 
much firewater, proceeded from Buffalo through to New York. The citizens 
of the Empire State were thrilled beyond description. As events soon 
proved, their enthusiasm was not misplaced. 

The Erie Canal was a success of dramatic proportions. At one moment 
our countrymen gazed westward to a limitless inland territory accessible 
only by canoe or pack-train. Hien suddenly there was the canal, a great 
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new artery of “rapid" communication for settlers pouring into the fartti 
reaches of the country it served, The time of travel through to bS 
was reduced from three weeks to six days. Freight costs from Buffalo? 
tidewater dropped from around $100 per ton to below $10, The wesf " 
pioneer fanner was now in touch with the markets on the Atlantic m! 
shipinents pmduced a profit. Grain, flour, lumber, whiskey, salt, and nel 
fries flovved in an ever-swelling volume from the Great Lakes area throU' 
the canal, down the Hudson and out of the port of New York tn tlin ^ 

boat on the Mohawk, now it was no unu.sual sight to see fiftv bitr non i 
boats puU out each day from Albany for Utica, Syracuse IlodhcQi-l J 
Bi^alo, The production of wheat and wheat flour grew more rapiclly’ti 

^’"Senderei inLy 

fuf Thl,“ outstandingly success- 

fob This, of course, is simply another way of measuring its coSuti 1 

he Er?eTn7r f construction 0 

the Ene and its smaller sister, die canal from The Hudson to Lak?Ch«m 

plain, was about ten million dollars. Within eicrl.t i 

running at more than $1 *100 nnn . y<-ais tolls alone were 

debt had all been reS anVfi " T'" “Pining, the 

been separately 

Other l2geeSem?orTs*Lra*?^^^^ ® building, 

for its own account. In addition^ ?• canal routes, each 

together rivers near the coast and projected to tie 

recaUed that the canal ® ^ be 

well as one of low operating charged° transportation as 
any importance begM to couppI, ® t every community of 

caial fadlities ® largely 1„ term; of 

nessmen of New Sbut^^olMnT was balm to the busi¬ 

er so the latter had beerpCn” p ^ “/Philadelphia. For a decade 
the Schuylkill and Delaware BiL ?Ii actually built two along 

a Grand Canal with which to seek the tr!^r°?I? have 

country. Unfortunately for those old h® rapidly growing western 

freating ice-eap of the glacial age left of the Quaker City the re- 

Mohawk ValW in New York Itl ^*r/h®"“ «« natural hallway such as the 
Ohio Valley wTs a caL of tllf ‘ through to Plttsbmgh and the 

Howeve/the iniSve anTL? 

and enterprise of these Philadelphia business- 
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men was equal to the challenge. Tlley projected and partiany completed 
a transportation system later to achieve fame as the "main line “ This 

comhted of a railroad from Philadelphia to Columbia on the Susqudianna 

md a omd up the Susquehanna and Juniata Valleys to HollidadsburR at 
the to of the mountains. Hero, instead of surmounting the made irith 
locks similar to tliose on the Erie, a series of inoLed planes with 
^ vm built. Tte canal boats were floated onto wheeled cradles and 
the combined load was pulled out of the water and up traeks on the 
mchned planes to the portage railway which led through Blah’s Gao to 
Jo^. Once over the mountains the boats were returned to Li, 
natuml element and floated down to Pittsburgh. In spite of the zeal with 
which fliB ^rprise was pushed it never attained success like that of old 
Udy Ene. The cost of operadng the “portage railway" was high. New 
Yorks growmg suptematy was not seriously threatened. 

Ee^onding to this amc westward impulse, (he citizens of Virginia and 
Miqiland undertook the construction of tlie Chesapeake and Ohio Canal, 
Tin. was he most ambitious of all such schemes because it involved not 

ScZhcKitt w!'’' “ “““I 

IttkZ ! M f VZ' Mmpleted, the produce 

the Great Lakes basin would have been brought to the ports of the 

Chesapeake Bay, Hie enterprhe went through many vicissttudffl, con¬ 
sumed a large amount of capital, and never got furflier west than the 
eastern slope of the Alleghanies. ™ 

■f building was of short duration. Starting about 1825 

3700 estimated that by 1850 some 

3700 mi es of canal had been constructed in various parts of the country 

Practically all of these projects had been built with state funds. PrivaTe 

table debauch of public spending. The boom was brought to a close 
by the business disturbances which began in 1837. It then became appar¬ 
ent that many of the canal projects had been based more upon ro!Le 
hopes than practical traffic potentialities. This whole period oFcanal con- 
truction may be regarded as a transition stage leading up to the coming 
«of the steam locomotive-the great era of ndlroad transpUtiol ^ 
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the time the Western Inland Lock Naviea. 
^ the Mohawk Vallevi 

N™ S,f CtactoaH StTouX 

Nto tolem WOT pMMg plans of an entirely different nature These 

“ .teamfult 

had crossed the Wildeiess BK^r'S' f* 

Ohio «sd MIssIssS '» ta the 

munlcatlons to wodd 2s " '° “»■ 

hmp, h^, mTSC fte“ wift Mm, Has, 

return rerl22^n »< geMee 

was litde Scendve for the 'T'** highly unsatisfactory, There 

desperately t*^'P Ids produce if he could not get 

dtail t4 tainT'T8“^ «d“rn. 

have important c2!2° *°°'' P*®" ™ *> 

Ohio,BoU!S^2N«thtd“h ■”' 

to France and in 180*? lin/i oc • •. j • ^ Ambassador 

While in Paris Livinestnn ^ eegotiating the Louisiana Purchase, 
ing there, Robert PulL encounter another American resld- 

b% rf appSe^i^"'? Pmeho- 

^ued.TieTOld2^°tl2at P"*"^*'? *“ 

the Hudson and proved moAnf f Vi i Fulton sent his Clermont up 
gation. Livingston and Fulton ^ I practicability of steam navi- 
fortheuseof State a monopoly 

In the light of Livingstra’s inteS^^T^ 

in Louisiana it was quite natural 
84 
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that their thoughts should turn next to the possibility of introducing steam¬ 
boats on the Mississippi. Fulton’s success with the Clermont had aroused 
hopes among the settlers along the western waterways. Sensing that the 
time was now ripe. Fulton, Livingston, and Nicholas J. Roosevelt laid plans 
for a business deal that might have made them all as rich as Croesus. As 
consideration for developing and maintaining steamboats on the Missis¬ 
sippi and Ohio River, they planned to ask for a monopoly from the states 
which would benefit. 

Nicholas Roosevelt was dispatched to Pittsburgh and New Orleans to 
promote and activate the enterprise. Upon plans prepared by Fulton, the 
first steamboat of the western waterways was built in 1811 at Pittsburgh. 
The Neiv Orleans cost about $38,000. It was 116 feet long with a 20-foot 
beam.^ 

The entire population of Pittsburgh-to the last man, woman, and child 
-turned out to see the ceremonial departure of this first steamboat to try 
navigating the western waters. It is related that the acclaim for the 
intrepid entrepreneur, Roosevelt, was considerably tempered by concern 
with another fact. This unpredictable stranger was taking with him his 
young wife who, it was obvious to even the most casual observer, was 
shortly to bless the country with another Roosevelt. Some persons pro¬ 
posed that he be forcibly restrained from risking the mother and the child- 
to-be on this hazardous venture. 

The fourth night after starting the New Orleans lay oflF Louisville. Sud¬ 
denly in the peace of the night steam pressure popped off the boiler’s 
safety valve with an unearthly racket which reverberated over the quiet 
countryside. Indians and whites alike rushed to the river thinking the 
comet of 1811 had fallen into the Ohio River. The Indians explained the 
phenomenon as a “fire canoe.” By the whites, the only explanation offered 
was that it was not a comet-it was a Roosevelt. 

As the fire canoe progressed downstream, the little party was beset by 
a series of earthquakes which caused Old Man River to shift around con¬ 
siderably in his bed. One night they anchored on the down river side of 
a small island. When they awoke in the morning, the island was gone, 
having been washed away by a shift of the river in the night. Notwith- 
standmg all the difllculties of navigation, the New Orleans and her crew 
b^h present and prospective, finally made the city of New Orleans! 
^though on a short run Roosevelt demonstrated the capacity of his boat 

to LouSk” 


Meanwhile the Fulton-Livingston-Roosevelt group had secured a mo¬ 
nopoly from the State of Louisiana for steamboat navigation within that 
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state in accordance with their otiEinal nfanc i » i 

as ftey pictured a growing volu™ j upriver prJdu^h? 
to their coffers. At this poiSt competition^app^,^” 

Shreve and his steamboat Washington. Thfe waft built If 

ceeded in 1817 in making the round trio heKvo'a t • aufr 

Orieans in the ^emarkable^ime of forty^oL^dlT w 

New York toSh 

l^^*“*‘"»«fttoeo(o.cethMtmonopoly ‘ 

.he SiS:wirvrv“ ^ 

nation. The Livingston-Fulton «oun lia/i ^ commerce of the 

tion in the two great ports of New York an^NS n opera- 

practice was spreading Georpia Unc ^ Orleans. Moreover the 

mg steamboats. Other states notablv I concession for navigat- 
combating the monopolists. The princinle^I^^^^^i Connecticut, were 
very roots of our business sysSy fc to the 

of our ports and over our erear -matl grants, commerce at all 

to local special privilege Such a ^ P^Y tribute 

Citizens of New York anA m t ” commerce. 

Mton concession and took thH/seT^t^n'^ Livingston- 

Jj^the decision which warhandeTL^ f Supreme Court. 

Oiief Justice Marshall and his associates Gibbems v. Ogden 

of trade. They ruled that the state ^ 

on our navigable waterways must ITr.?? operation 

to regulate interstate comLmrsS aT^ Congress 

“Y object riding ov^ev^ otW'! “If 

brbon It was to keep thl commerdd Sf adoption of the consti- 

to all, subject waterways were to be open 

^ competitive system had l^oTAt rivers, Shreve and 

esque era of steamboat transnnrtaf- there sprang up that pic- 

nes which did so much to open the w” Mississippi and its tribu- 

old^n^i oolorfufand activ^ ’ ^®'^.®*'I®ans became in a few 

old g,anlsh.French-American marts in the world. The sleepy 

ng center, second only to New York^' ^ thriving business and 
This prompted many people of th! c ^ ® ™Portance. 
cc^tto^rS^'^ of New York wodd^!* and West to believe that New 
at this hope failed to materSr^ business center of the 
matenahze was due to various factors. 
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In the first place, the upper Midwest by reason of its soil and r»1imnh<» 
was ideally suited to the production of staple crops, challenging even to 
King Cotton. Our grains were needed in the British Isles as well as on 
our own east coast. For tliese products arid other foods, the Great Lakes- 
Erie Canal-Hudson River system offered a more direct route to markets 
than the Mississippi. 

Then the great majority of immigrants came in through the port of New 
York thence to spread westward by way of the Erie Canal to settle the 
rich farming areas to wliich it led. Morepver our Atlantic ports had an 
early lead in imports. It was quite natural for European manufactured 
goods to funnel in through such gateways. These factors were supple- 
mented by an aggressive spirit among eastern businessmen as well as by 
their hberal credit facilities. ' 


By 1851 it is estimated that the Hudson was carrying 60 per cent of the 
surplus products of the western country. Bitterest pill of all to New Orleans 
was the fact that much of the southern cotton crop found its way coast- 
wise up to New York, there to be financed and reloaded for England. 
This growing business ascendancy of New York City cast a well-defined 
shadow of events to come. The North was outstripping the South in eco- 
capital^™'^^ accumulation of that dynamic element-venture 

While a divergence of viewpoint between interests of the Nortli and 
South was becoming more apparent, there were few who recognized its 
rue significaime. To the South during the period from 1820 to 1860 cotton 
was no only King but King by Divine Eight, clothed by his subjects with 
a doctnne of economic infallibility. ^ 

R seei^d to the cotton planter a system ordained by the gods of good 
He paid UM. (he thought) for hi, labor, ooL a^g ouTof 
Ae soil like heat from the sun. The great markets of the world reached 
across the seas to his very threshold for the product. It was a concurrence 

ieftM^ % in tliis otherwise per- 

In the first place, the southern planter did not grasp the remote conse- 

SXi ^ slave-labor economy. This system discour- 

g immigration of enterprising small farmers and artisans The 
mgged poneer of independent thought with nothing in capital but his 

conditions in the South. The large 
pushed into marginal areas. The smaU white farmer found himself com^ 
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peting with slave labor without the capital to nurrhaco « 

another way, a sizable amount of capital was^equirSn the u 

^ waslbsdute. 

On the other hand, In the North a youne man could he«n 
proprietor and a member of the system with nothintr h„?! -T ‘‘ 
J^ong back. His competition was Lm off 

mg enterprise system. It was unfortunate for L S h f 

to. th. tempo of fte Muetdel revolottoo westoekmU„e“Ufe ‘T 
tion of power to manufacturing processes wnc aV,« ! ^ 

in quantititles staggering to the Pagination The<5n?fh^° PJ'xiuce wealth 

tunrty to the impecunious but ambfdous white laborer aiJrf 

to the plantarion-slave system blnelfAd -b ‘ V ^ adherence 

the greS^t economic advance ’ participating fully i„ 

the business he w^runn^n/effecrh^**^^^^ 

capital asset. Each year asPe bie bat^c h“* « rapidly depleting 

onto the decks of the rLer lamL down 

only his cotton. Really he was selSnV^nif 

of his land. As a crop, cotton was p ^ ® percentage 

^tantly to plant new^'C jf -' 

planter had set aside a sum in cash witht!h^h“^\''‘'°®'P‘® for cotton the 

have found that instead of making mntiA 1 !°^ he would 

the red. What he really needed was frequently operating in 

-attars worse he attempted to To make 

to his other expenses and were added 

and English capital. obligation to northern 

TJie cotton plaS'as'Slrlaty °ofte« f T^l 
of this system. The initial investment fr“e cost 

acrra were planted faster than slaves he n * hands kept mounting as new 
hand might be bought for about 2nnT^'?dable.Aroun 
anywhere from $1200 to $2000. At^nn ’ risen to 

one thousand acres of cotton land esUmated that 

«o.o<» h„t aa, 

^“pllal In slave,° ™ ‘nvestment 

Of ttsA It in not Wn hotn^™«‘'«ut four million, 

f one m Bve Is taken, the nutket value of'Se'^t/n'’ 

value ot the field hands alone, figured 
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rt $1200 per head, would have been around 1960.000,000, Some esdmates 
indicate that the total value of all slave property may have been as high 
as two billion dollars. These figures must be taken cautiously but they at 
least serve to indicate the large amount of capital tied up in slaves. 

Added to the high investment in the slave himself was the cost of his 
quartets. Then in the expense account must be figured food and clothing 
for him and his family. While the birth rate was high, so were losses due 
to deaths Md runaways. The productivity pet hand was low and costs 
of supervision gieat. Actually, when a balance is struck, we find that the 
labor cost under this system instead of being low was in fact substantial. 

With all of its basic weaknesses we must recognize for the cotton system 
its immeasurable contribution to the business of the nation and the world 
at large. For long years cotton was our greatest export, ft enabled us 
to btold our first factories in the North which in turn created new pools 
of apitel seeking further investment. Likewise the demands of the cotton 
plantations provided a market for the corn and livestock of the upper 
Mississippi. Cotton was the raw material which enabled England to be¬ 
come the great world merchant of cotton textiles. The coming in of cheap 
* cloth changed the clothing habits of generations. This vegetable 

fiber was not merely a southern crop, it was a resource of international 
signiiicance. 
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transportation system ^^th the to life as s 
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young growing country was everywhercMnl* obsession. The 

proved communication. Businessin^rwlTrl"''''”® 
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manufacturing processes had multm]irvl°” water power to 
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‘J’^g “ the minds of a few there was de- 

^P^ied to rail transportation *^^t steam power could be 

as lyfiVn?" to motivate a vebi.i 

«P“taMang md It'll”. °°i.“ “‘“‘"t™' "Hk 
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control all railroads which might be built Retarded by the War of 1812 
he finally built and operated a miniature steam railroad on his estate at 
Hoboken in 1820. Then, in 1823, he secured a charter for a road from 
Philadelphia to Columbia, a distance of about 73 miles. While this startling 
proposal aroused much popular curiosity he secured no effective support 
either public or private, and failed to raise the.necessary capital. Critics 
ar^ed that while it might be practical to operate a steam road of three 
mfies in length, it was sheer folly to talk of one over seventy miles long 
Like all revolutionaiy ideas, the concept of a steam railroad was met nS 
only with skepticism but with hostility as well. In turning down a request 
to use the school house to discuss a proposed railroad, a school board 
in Ohio commented as follows: 


You are welcome to use the sdiool house to debate all proper questions in. 
but such things as railroads and telegraphs are impossibilities and rank infidelity. 
Thwe IS nothing in the Word of God about them. If God had designed that His 
intelligent creatures should travel at the frightful .speed of fifteen miles an hour 
by steam He would have clearly foretold it through Ills holy prophets. It is a 
device of Satan to lend immortal souls down to Hell.^ ^ 


As promoters of such a Satanic device, businessmen of Philadelphia and 
Baltimore were the most active. This was to be expected. Their canal 
projects to the West had not done too well. They were forced to watch with 
envy as the Erie channeled the wealth of the West through the port oi 
New York. The vision of possible railroad operation was to them as a 
^unpse of Mecca. Accordingly “The Pennsylvania Society for the Promo¬ 
tion of Internal Improvements in the Commonwealth” was formed Its 
sponsors dispatched William Strickland to England to study the latest 
developments in railroad construction. When the Strickland report was 
issued in 1826, it was a spark whicli exploded public imaginaLn into 
action. From then on, for almost a centiuy, railroad building was a domi¬ 
nant interest of the growing nation. ° 

Following the Srtickland report the enterprising merchants of Baltimore 
wen in 0 action. They launched the first public railway actually to get 
into operation. TTiJ was the Baltimore & Ohio Railroad, the “comLstone” 
of which was laid by the venerable Charles Carroll of C;iTolltonl 4 . 

distinguished nonagenarian 
showed a remarkable prevision of the significance of the event for he is 

mWife J among the most important acts of 

evL it’bTr^ T J' Declaration of Independence, if 

even It be second to that.”- Here was a man who had participated in 

n mg a new era of political freedom now sponsoring an equally new 
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and important phase of economic freedom-that which raiirnnri •, 
portation was to bring. 

The ultimate purpose of the Baltimore & Ohio Railroad was to n.,f n. 
businessmen of Baltimore in touch with that great arterv of J?j 
(he Ohio River. For several years prior to 1827 they h^ been nromnr 
the fabulous Chesapeake and Ohio Canal. When rt was found that 5 
canal would cost at least twenty-tN^^o million dollars, many of 7s mos 1 
Ausiastio adherents dropped out. Among these was Pln% E Thomix! 
Quaker mercliant who then took the leu'd in promoting the BdS ’J 
Ohio Railroad and became its first president. ° “ 

At tills point the citizens of Baltimore were split into two onnosin^ 
camps: those favoring the canal and those sponsoring the Soa?2 
projects w,re pushed forward and each secured staSafd Earivt m 

city of Baltilre ^ f f 5000 shares by the 

BaS^rBdVrrot,Te°FSmti? Mechanics’ 

Hagerstown Bank. Subscriotinn + .j Frederick, and the 

be paid down and not over 

in any one year. Assisted bv tlJsP was to be called 

which «mLded the of" tt,h 

Was highly successful. It mitrht *1®'^ pro eet, the stock offering 

a deaf Uo 

operate "all malhtes^taXs teh^t P^'ovided that the company might 
whatsoever which they mav deem carriages of any description 

of transportation.”* It could proper for the purposes 

Its rails. Although the directors htd ^ privilege of others using 

apparently “machines”’ was as far a t'h Strickland report, 

new engine which was to revolnf * i '''^nted to go in describing the 
The company transportation. ® 

exempt, as later for a time aU of > domain. The shares were tax 

“Wi dirertow w»„ g.”® T Th' Preddent 

"““y «.d l..„e «4 a. *“ 

’ The first board included Charles 
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Carroll, Philip E. Thomas, WiUiam Patterson, Robert Oliver, Alexander 
Brown, Isaac McKim, William Lorman, George Hoffman, Thomas ElU- 
cott, John B. Morris, Talbot Jones, and William Steuart. 

In 1830 the initial section of the B. & O. was opened. This part ran 
from Baltimore to Ellicott's Mills, a distance of m miles, a modest step 
toward the far off Ohio River. Horses provided the motive power although 



It was literally horsepower which motivated our first rail cars 
The Growth of Induetrlal Art, Benj. Butterworth, United States Patent Office 


experinients were also being made with sails. It is reported that Thomas 
Earle of Philadelphia came forward with a unique proposals 

The same authority advanced the argument that in creating a railroad de¬ 
signed for operation by horse-power, it would be desirable so to build it os to 
secure a regular alternation of up-grades and down-grades. This expedient, he 
said, would enable the horses to Jump aboard a car designed for their nccommo- 

j hill, thus saving the animal's 

strength and eliminating a waste of the motive power.* 

necessity of commencing operations with horse-drawn cars, 
the B. & ©. management lost no time in experimenting widi one of the 
new steam “machines.” In August of 1830 they tried out Peter Cooper's 
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Most of these early railroad operations were community enterprises 
The State of Maryland and the city of Baltimore had accorded the Balti¬ 
more & Ohio substantial Bnancial aid, Even this assistance was not always 
enough, however. As pressure for funds continued. President McLane 
of the B. & O. packed his bags and hied himself to London to see what 
he could do there with State of Maryland credit. It was a course of des¬ 
peration. A more Inopportune moment could hardly be imagined. Under 
the severe stress of the panic of 1837 some of our states had been guilty 
of debt repudiation and several had suspended the payment of interest 
Among the latter was the State of Maryland. President McLane’s heart 
must have been in his boots as he started ringing die doorbells of the 
London merchant-bankers. In the face of aU these odds, he arranged 
a loan with Baring Brothers on the Maryland bonds. Subsequently a 
public offering of these 5 per cent sterling bonds at a price of 8S by Baring 
in the London market was a failure. ^ ° 


It was not until December, 1852, more than twenty-five years after its 
start, that the Baltimore & Ohio finally reached Wheeling on the Ohio 
River. Many diflBculties had been overcome, not the least of which were 
financial. In 1850 the road had been again forced to seek funds in London 
Baring Brothers once more came to its assistance, this time even taking 
6 per cent bonds of the company, the proceeds of which went to buy 
English iron rails. ^ 


These deals with the Barings were doubly significant. They enabled 
the B. & 0. to press westward. Equally notewortiiy was the fact that they 
marked the beginning of diat great inflow of English and Dutch capital 
which was to assist in building our far-flung railroad system. Without 
such aid from Europe down the years of the next half century, our progress 
would have been much less impressive. It was the venture capital of 
the merchants of London and Amsterdam, accumulated through cen¬ 
turies of foreign trade, which helped us to realize promptly on our great 
opportunities. * jt ./ e 

While the businessmen of Baltimore were learning the new science of 
railroading the hard way, citizens of other cities were also pioneering. 

AM V South to Boston and Buffalo it 

cities railroad lines began to spread outward from most large 


We of today cannot appreciate the degree of this interest because we 
were born heirs to modem transportation. Our grandparents, however 
new e fmstration of being able to move people and goods only by 
rse-drawn vehicles. Their zest for opening new transportation horizons 
y be seen from the fact that while in 1830 the nation had but 40 
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private sources although some of our states also participated. Interest 
was widespread among investors and within a few years after Baring 
Brothers made their first loan to the B. & O. "Yankee rails” became active 
securities in the London market. 

Because of the large amounts of capital required, the chartered stock 
company of limited stockholder liability was the usual form employed 
in carrying on railroad enterprises in this country. In the early days these 
charters were always granted by special acts of state legislates. Some 
of the grants carried exclusive rights. Most of them contained restrictive 
conditions. In certain instances passenger and freight charges were limited. 
Others provided that excess dividends would be taxable and in some 
cases dividends were limited to not over 10 per cent. On occasion, rail¬ 
roads might be permitted to do a banking business. Others were allowed 
to operate lotteries to raise capital. Various kinds of special clauses were 
inserted such as that in the charter to the Utica and Schenectady which 
provided that the road could not cany passengers until it had purchased 
at $22.50 per share the stock of the Mohawk Turnpike Company, a 
competing form of transportation. 

Most of the early roads were short lines serving as connecting links 
between neighboring communities. For example, while in New York State 
there were connecting railroad facilities from Albany to Buffalo, some 
eight different companies were involved. The handling of through busi- 
ness was inefficient, time-consuming, and costly. 

Such a situation, of course, presented a unique opportunity for merger. 
It was not long in coming, activated largely by the prospect of compe¬ 
tition from roads operating on a through single-line basis. In 1851 the New 
York and Erie had been put through from New York to Lake Erie. The 
Baltimore and Ohio now threatened to reach into the western country. 

This situation was far from reassuring to the operators of the eight little 
railroads on the Albany-Buffalo run. They were not slow to see that such 
competition would cause their own stockholders to eat from a pretty 
lean trough. These New York State businessmen reacted promptly and put 
through the first large railroad consolidation. 

The first step was to secure a special enabling act from the Legislature 
of the State of New York. Next a committee was appointed, with mem¬ 
bers representing each road, to determine the respective valuations at 
which the properties would go into the consolidation. After two months 
of s^ggle values were set based on comparative earnings. In July, 1853 
me New York Central Railroad was formed. It assumed the underlying 
debt of each company and issued its own stock for the stock of each 
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of the separate railroads at valuations agreed upon. The consolidation 
agreement provided for: 

Capita! stock $23,085,600 

Assumed indebtedness 1,656,475 

Debt certificates 8,857,091 

$i3,899,i^ • 


The net income for the fiscal year ending in September, 1853, was 
$2,608,754. The capital stock and debt were such that current earnings 
showed a return of about 7.7 per cent on the total. 

The capital resources of the nation were growingl Here was one com¬ 
pany with over thirty million dollars of debt and capital. Only a little 
inore than sixty years before, Hamilton was stmggling to convince a skep¬ 
tical public that the whole nation could assume the then staegerinE debt 
of seventy million dollars. ° 


During the forties and fifties railroad building went on apace. Americans 
took to railroads as they did to the great open spaces. In fact the two 
became inseparable. Whoever thought of the West thought in terms of this 
new form of transportation. Unfortunately our national entliusiasm car¬ 
ries us on to excess. Many roads were constructed through territory that 
for yeare to come did not have sufficient population to support the invest¬ 
ment. This was especially true in the West and South. When private 
capita would shun these lean and unpromising territories, the states 
would sometimes step in to lend credit or subscribe to stock. The frenzy 
WOTked up to a peak and was a principal cause of the panic of 1857. 

accomplishments of this period are striking. Prior to 
Mi-A f effective commercial artery from the east coast to the 

Bv Canal. In 1828 we began our first railroads. 

M- ^ rrn^ ^eleton of a national railroad system as far west as 
J?'®, Baltimore & Ohio had pushed through to the Ohio 
the Central and New York and Erie gave the citizens of 

middip A^fT ® access to the Great Lakes. New England and the 
In the tbeir large cities together with steel rails. 

Orleans Charleston, Mobile, New 

resorting to wall frequent changes and occasionally 

York to^Chioatrn*^ nsportation, the traveler could go by rail from New 
from Maine tn^W°\' much greater ease one could travel 

yZ^tX IS"® 1" this short stretch of thirty 

world in raihoIdS?°”^'S'^*^ By 1860 to lead the 

world m railroad transportation. We had a total of over 30,000 miles of 
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grew, Hamden was able to make favorable contracts witb the railroads 
and extend his operations to include Albany and Philadelphia. By 1840 
he and his associates had opened a transatlantic business. They also 
handled remittances and cared for immigrants. ^ 

Meanwhile, other promoters had started smaller express projects Ship- 
pers, however, were not long to be satisfied with local services offered 
by a multitude of little companies. The need grew for reliable, well- 
organized, comprehensive facilities. This provided opportunity for consoli¬ 
dation. In consequence, the two great leaders and competitors of later 
years were organized about this time-the early 1850’s. The American 
Express Company specially covered northern New England, upper New 
York State, and the Great Lakes country. The Adams Express Company 
capitalized at $1,200,000, was strong in southern New England and the 
Ohio Valley. In the meantime the California gold rush had attracted 
the attention of these companies to the ballooning business on the 
Pacific Coast. Members of the Adams Express Company formed Adams 
and Company of California and a few years later the American Express 
interests organized Wells, Fargo and Company. Hence, within fifteen 
years after Hamden had made his first trip carrying all of his consign¬ 
ments in a little hand satchel, the express business had grown to conti¬ 
nental proportions. 


This development marked another important advance in our sys- 
tern of communications. The time required for transmitting papers or 
money and transporting goods was reduced. Once again it had been made 
easier for men to carry on trade. Some of the companies even did a postal 
business, often with the cooperation and approval of local post offices. 
In forwarding and delivering letters, such concerns issued their own post¬ 
age stamps. They took pride in the fact that at times their mail service 
was quicker than that of the regular post office. 

It was, however, in the Far West that these express companies made 
their most spectacular contribution. There, in the days of lusty pioneer 
conjunction with stage lines, the pony express and new rail- 
^ community. They carried news, 

S W ® practically all of the necessities 

business was new and growing rapidly, it was 
tVio j ^ •''•1 of reliability. Even California wives reached 

domimles of their mates in remote outposts via Wells Fargo or Adams 
lixpress. As one commentator has expressed it: “The first three establish- 

r. ‘ ‘ 

While the eiipreK budness marked a real advance in communication, it 
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Court room at the Capitol. Here on May 24, 1844, surrounded by a small 
group of government officials and members of Congress, Morse tapped 
out the message'formally opening the country’s first telegraph line. The 
curtain was going up on tliat great sequence of miracles in transmitting 
messages and speech which has so definitely distinguished the modem 
era from its predecessors, That mysterious phenomenon with which 
Benjamin Franklin had been so intrigued was making its first bow in 
applied science. Nothing could have been more appropriate than the 
words of the first message: "What hath God wrought." 

Alffiougli the workability of the telegraph had been demonstrated, the 
road to broad application and commercial success proved to be far from 
smooth. Morse first offered to sell the government a license to operate 
under his patents. After serious consideration, the offer was refused on 
the ground that there was no reasonable prospect that a telegraph line 
could be made to pay. 

Morse and his associates then turned to private sources of capital. Two 
of his associates, Ezra Cornell and O. S. Wood, opened a small office in 
New York City for the purpose of interesting men of wealth in building 
telegraph lines. Morse instruments were exhibited for an admission fee 
of 25^, The results were discouraging. Cornell and Wood lived a lean 
existence. Tlie future founder of Cornell University was subsequently 
to tell of die thrill he experienced when during this adventure he found 
a shilling on Broadway and thus could afford a substantial breakfast. 

In spite of their many disappointments, these pioneers kept incessantly 
at work and finally succeeded in raising $15,000 for the purpose of build¬ 
ing a telegraph line from Philadelphia to New York. This was the first 
of such concerns and was called the Magnetic Telegraph Company. One 
half of its stock went to the Morse people and one half was allocated to 
capital. When completed in 1846 the line was only moderately successful. 
Tedinical difficulties constantly bedeviled the management. Gradually 
one problem after another was solved and a small but growing business 
established. From 1848 onward the Magnetic Telegraph Company had 
attained sufficient success to pay dividends varying from 2 to 18 per cent 
a year. 

In the meandme other inventors had not been idle. Competing appa¬ 
ratus began to appear and cause concern among Morse’s followers. 'The 
principal one of these was the so-called "printing telegraph” invented by 
Royal E. House. It worked well and there were some who believed it 
might eventually supplant e\’en the Morse instruments. 

For the purpose of promoting widespread adoption of his system, Morse 
granted licenses for restricted territories to different groups which would 
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undertake to finance, install, and operate a new teleeranh Itnn k v 
business agent to supervise all this, Morse chose Amos^fnd!? 
previously been Postmaster General In pursuinc his wS S 
a step which was to have important consLuences 
Dunnghis term of public office, he had been impressed with • •« 

Morse apparatus in a vast but ill-doRnoS i... -i. *be nght to use 

Phia wesLrd to the SsSnj f from Philadel- 

of it. O'Rielly acted as Ae Seat occasionally outside 

city proclaimhig the dawn o^ net ia for dmVT®'’ 

would finance a telegraph line Beudi-ntr u- „ °°*^™omhes which 

struotion of a line from Phrt^irM . ‘^^^ard the con- 

on to Pittsburgh, Cincinnati St. Passed 

such as Rock Island, Quincy,’Dubuciue ForTw^^*"%'*T 

ville, Baton Rouge and manVn^y ^ Nash- 

through his efforts.’ ^ secured their first telegraph lines 

O Tslt 8““ I" 

panies, and the two became leader ^ u Com- 

race to connect Chicago with ea?rAr f i ® faction.?, especially in the 
feelings which grew b^etween the of bitter 

so critical that Kendall usuallv a ®’*“®fjon finally became 

ORielly's basic contract O’Riillv ^ oemaker, was forced to repudiate 
lines afi over the M^t 

mng across lots and back country construction, run- 

the shortest space of time Loo^V ^ through in 

which frequently wLe mle « 1 holograph poles. 

P’Rielly came to a broad river s/T’ apiece. When 

installed to cany messages between T service was 

No obstacle could deter this imneh ^®™1 o® 1® on opposite shores, 
of the time, and harassed by maSv^”'^* Irishman. Poverty-stricken most 
him forward, Within a few velr*^ j’ Naming enthusiasm car- 
miles of telegraph lines and had J®.*! P™™oted or built over 8000 
of^cores of conmiunities. ^ ^ l>rought Morse's miracle to the service 

*; “'I South, E,« 

®® ® prophet he secured a’ follow" ®ofhusiasm was so convincing 
0 play a dominant role In the Among them were some who 
s “*= r e »' *“« "W Md of cou.- 

e telegraph business. So ^mpn^ 
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taut were the contributions of these and others that Rochester miffht well 
have been called the “telegraph city.” ^ 

Meanwhile, due to the activities of men lilce Smith and O’Eielly, the 
country had broken out in a rash of telegraph company promoting and 
line construction. There were the embattled groups using Morse appa¬ 
ratus and interests employing House and Bain devices, as well as some 
who blithely infringed on patents of the others without regard. By the 
early 1850’s not only were many communities interconnected by tele¬ 
graph but in some instances tliere existed two or three competing lines 
Reckless rate battles ensued. The situation had become chaotic with total 
business divided among innumerable small companies of limited terri- 
torial coverage. This condition was due to the fact that the only way of 
raising capital had been through appeal to the local pride of different 
communities. 

As time passed the situation got worse instead of better. Morse and 
Kendall became disturbed. They had hoped that as the use of the tele¬ 
graph was extended, there would develop some unity of ownership and 
management. Instead of which it looked as though in place of being served 
by an effective telegraph service the country would have the job mangled 
by a sprawling aggregation of headstrong small concerns, many inade¬ 
quately financed, more badly managed. The whole idea of this important 
advance in communications was becoming discredited because of poor 
service and the fact that many of these little companies were losing money. 

At this stage the genius of Rochester’s Hiram Sibley showed itself! 
When other businessmen were writing off the telegraph as just another 
unprofitable adventure, Sibley sensed an opportunity in the prevailing 
chaos There were obviously too many small companies. Consolidation 
would reduce the ill effects of competition. A strong, well-managed com¬ 
pany could not only reduce costs but render more effective sei-vice. 
Better service would generate more business. The result would be satis¬ 
factory profits. To Sibley this was just simple arithmetic. 

The vision, however, was not manifest to those from whom he sought 
j' •attitude wore the remarks of ono of his friends: 

It I do invest in it, Sibley, promise mo it shall be a secret between us 
forever. Ill loan you $5000-that means give it to you, for you’ll lose it 
of couKe-but you are never to tell that I was such a fool. I believe in 
yoUj Sibley, but I don*t believe in this telegraphy,** * 

Sibley, however, lost not one whit of his enthusiasm. Opposition only 
served to stengthen his own convictions. Constantly he kept aimiing 
s cause. Finally he succeeded in raising a bare $100,000 with whkh to 
press forward and put his consolidation foimula to practical tests. The 
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nucleus for the enterprise was the New York and Mississippi Valiev Pri 
mg Telegraph Company, operating under the House patents, whiehSihU 
Selden, and Isaac Butts had formed in 18S1. 

Having leased one of the O’Rielly lines, The Lake Krie Telegraph Con. 
TO which ran from Pittsburgh to Cleveland and from Buffalo to DeC 
Sibley proposed merger with competing interests serving that terriZ 
Em Erie .„d MiohlBon Company, liconacj uLor iZ'^ 

ents. Such proposal was accepted, and there was put together unfe 
unified manapment the right to use both Morse and House equipmeS 
in one important territory. On April 4, 1856, the New York StaViT!- 

Sb ev Co™^ of $500,000 

S Co^Sy? 

i V 1 stockholders hastily sold out in ihl 

L J T *”**’®l success. Western Union nevertheless sailed vieorouslv 
onward. Improving credit permitted larger acquisitions. The leSnS 

Ml Philadelphia and Pittsburgh was purchased 

concluded with nrinr*moi vn*i j contracts were 

.eIegrapEUn«X Z ‘^"““'6 

ments. ^ ® ^ tor use in regulating train move- 

mlt^dZng'lZL^TZea succeeding even beyond Sibley’s 

PubBo.aZZ^„!SS“‘*’° ereafly impmvi, 

mmicatton part of their daSy'lZ'S^ Z' 

field characterized hv inn, ^ i.i * t)usiness was changing from a 

to one of respectab% and'hZ profit irresponsible promotions, 
looked better each year. ® ^ ®t. Western Union grew apace and 

on^roSgret\^ZTO"H-^ 

building a telegraph lin<» an iv. i®hen fire with the idea of 

Sibley exploded this seemin^hn \ Mountains to California. When 
tors, bewhiskered chins werf stroke?-^^ Western Union direo- 

pany was making plentv nf m ro nervous apprehension. The com- 
^^oibitious thrust-th such an 
Said he: “Gentlemen, 

/ join hands with me in this thing, Ill 
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go it alone.”' In the end their doubts were overcome and they scrambled 
aboard Sibley’s new bandwagon. 

Government aid was sought. Congress at first showed little interest 
but finally, in 1860, our representatives succumbed to Sibley's ardor and 
enthusiasm. In that year a concession was granted to him for building and 
operating a telegraph line from a point on the Missouri River to San 
Francisco. A subsidy of $40,000 per year for ten years was given. Sibley 
and some of his Western Union associates formed the Pacific Telegraph 
Company which assumed the concession and its responsibilities. Then 
some citizens of California, having become telegraph-minded, asked to 
join the enterprise. In consequence it was arranged that a consolidation 
of small California telegraph companies known as the Overland Tele¬ 
graph Company would undertake to build from San Francisco to Salt 
Lake City. Sibley’s Pacific Telegraph would constnict a line from Omaha 
to Salt Lake City. Profits would go 40 per cent to the former and 60 
per cent to the latter, until the yearly revenue should exceed $70,000, 
when Overland’s share would drop to 80 per cent. A premium was offered 
for the first to finish. Starting at Placerville, California, in May, 1861, and 
at Fort Kearney in Nebraska, two months later, n dramatic construction 
race was on which engaged the attention of the whole notion. 

The most difficult problem was that of securing poles. Some were hauled 
Jstances of over two hundred miles across rough, roadless country. 
Gradually, however, all troubles were overcome and the constmetors found 

unexpected pace. Finally on October 24, 
1861, Sibleys Pacific Telegraph reached Salt Lake City to win the race 
in an exciting finish just two days before the Overland Company came 
m from the West. It was a fine achievement for both companies. Tlie 
work had been done in less than four and one-half months, whereas it 
had originally been estimated that it might take about two years. The 
counfry was thrilled at the astonishing performance and to realize that 
hTJ/* become a more integral part of the nation, through 

™phfa, 

nrJfi?l"i ’>"6 was bcsicgod With bu.siness and became very 

before however, still some problems. It was not long 

fore the Indians discovered that telegraph wire was a very handy thing 
to have around for tying tepee poles and other domestic uses. They would 

^ couple of ponies and strip off large 
lietoina thread of communication Once, when 

redsSn ?! operation was in progress, the 

redskins forthwith decided that the white lean’s strange contraption was 
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PACKET BOATS AND CLIPPER SHIPS 


Britain Puts Her Chips on Steam 


canals and railroads were contributing 
greatly to domestic trade, advances in ocean shipping served to accelerate 
foreign commerce. In the period from 1820 to 1860 both Great Britain 
and the United States achieved new triumphs in shipbuilding and ship 
operation. We led with ships under canvas; John Bull with those under 
steam. 

After the War of 1812, the first important advance was our introduction 
of fast, sail, packet boats. Until these appeared, traffic across the Atlantic 
had been handled on an easy-going, unorganized basis. Sailings followed 
indefinite schedules. Ships put out whenever their owners got around 
to asking for clearance. Nor was there any particular effort to make a 
quick crossing. 

But times were changing, By 1815 our shipowners and operators had 
sensed the need for a thoroughly organized service of fast, well-equipped 
Smartly handled boats to specialize in high-rate freight, passenger, and 
mail business. Among the first to enter this field was the Black Ball Line 
which as early as 1818 inaugurated regular packet schedules between New 
York and Liverpool. Others followed. Success was as sudden as it was 
spectacular. Shipping interests and seamen the world over paid homage 
to this new development. 

In appearance the packet boat was much like her predecessors. She 
was sturdily built, bluff of bow and square of stern. Perhaps she had been 
laced in a little tighter around the hips to reduce her beam. And she 
earned sail enough aloft to command the respect of the ablest mariners, 
ne new touch had been added. Passenger accommodations were not only 
eo^ortable but even luxurious according to standards of the time, 
t was ship handling, however, which really won the packet boats their 
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fame. Only the best masters were given command. Small but hitrhlv « 
penenced crews were employed. The strictest dfecipline was na£l ' 
Then, once these ships had dropped the pilot and tLn a deparSe I' 
were saded It wasn’t just good seamanship-it was perfect^ ThT’ 
ters brought up in our China trade and privrer tra^n; 
packets hard. Canvas was cracked nn un fn * 1 , n .. the 

just a hair away from dlsa.ster. Night and d-jv tlmse^sh”* 

«.Mj, „d ifully to tolcc Ko 

b-a to g.™, t 
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iron men and iron dfaciplteef nothing above topsails. It took 

As a result days werp cai,. 9 /i • 

were way out In front. The EnglSr«"® boats 

we had the cream cf A^t-footed. For years 

«9».ptoM were ...ei. ,h.i?JveT»,S“®ff 

P"/*"- "Tbe iwlfleil o( our *’“^1“’ S°*“g V Ameri- 
”, ®r*^™*“®*®®“*8rtheWorfAAmrw'’ of to-day awakens 

rf tie fTOons BlaclBaULtoedid *®°“*""l”orthe Sngbnd 
‘»«”5' day. ftOto theHud^ to^'X*'^ eeil-parsagee of «gh,2o or 
tecord-breaUngru^rfi^to Meto^er toe Independ^, to her 
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Success, however, bred overconfidence. Thus it was that we overlooked 
the significance of an outstanding feat of American enterprise Back in 
1819, on May 26. the Savannah had taken her departure from the port of 
Savannah for Liveipool. As word of her design and appearance spread 
among our shipping men, raucous laughter was heard along whaifsides 
and in wardrooms aboard ship. The Savannah bore a factory smoke¬ 
stack amidships and was encumbered by ineffective-looking paddle 
wheels on either sidel In a word, she was equipped with auxiliary steam- 
power-the first vessel of her kind to try the Atlantic crossing. She made 
her first trip in 25 days, but employed power for only three of them. 

While steamboats had by this time been used to some extent on our 
inland waterways, our deep-sea sailormen were convinced that power 
presented no challenge to the supremacy of spars and canvas. We had 
become quite cocky. On the other hand the British, who traditionally take 
up new ideas with a somewhat measured pace, were much more alert to 
the possibilities of this new development. 

In 1838 the English steam-powered vessel Great Western made her 
famous trip from Bristol to New York in the remarkable time of 15 days 
and 10 hoj”; Samuel Cunard was awarded a mail contract 

and ^bsidy by the British government. His first ship, the Britannia, com¬ 
pleted her maiden voyage to Boston in 1840. The first runs of these Cunard- 
ers were to Halifax and Boston. Later they were extended to the port of 
f^^“nard's operations were supported by hberal 

foShis MW r® “ consistent policy of Parliament to 

forter this new fom of transportation. It was to pay big dividends. 

Pln^xt cut into%ur packet ship- 

York drmif iTt a Single crossing in the Liverpool-New 

it ^ seventeen days. The packets wL doing 

rt in from eighteen to twenty. Most sailing vessels, however were still 

acoeleratS^ A ^ i considerable. Trade was 

STmd f transacUom within a givan 

penoo and thus earn more on his capital. ^ 

'i'®,“f ‘“MW British 
authoriziniT„’ belatedly took action. In 1845 an Act was passed 

subsidies werp contracts. Although the amounts of our 

ican interrsts S'afl5cient assistance to enable Amer- 

service between Np Ocean Steamship Line started a 

LL. 2^ Bremen. 

large import wer! ”®^ developments of 

ge import were in the making was Edward K. Collins. He had been 
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head of ihe famous Dramatic Line of sail packets. Thus seasoned >.• 
ping experience, he was also distinguished for oualitieVoS f’"P' 
hgence. and dynamic energy. In piSig Comns agair^rcl^^^^^ 
needed to make no apologies. ^ ® S®‘«St'-unard, Amenca 

In 1847 the government gave Collins and his associate-! a mo-i 

He called in George Steis one of Amlio? things. 

Steers later gained^ S? j A’^®«cas leading naval architects. 

America which in 1851 canh ® of the great schooner yacht 

*• Me rfXte SlS^'e.7'^ lotemationel Cup to . race Jml 

marine history. They t)rodii/^i.d fi, a ’ P^ceeded to make 

the Baltic. ^ ^ ^ the Atlantic, the Pacific, and 

had provS s^JsucMssfuT ^°®ts which 

the ^>700 tons, thus bettering 

three masts and square salU + 1 - *ihout 35 percent. Rigged with 

steam engines driLe thf powered with 800-horsepower 

twenty-foSrhouxTerifdtsrs^^^^^^^^^^ average 

Arv«^*^ ^ _ '^ese snips could him nn qia 



_ — uuue more in the lead Ciinoi-dV u * ' supremacy, 

as to size and speed. Collins’ lino™ ’ j° i^o^ts were outclassed both 

We had more than overZi r ® i" crossing, 

early adoption of steam power fn England had secured In the 

-"d New YoA, eendue between Uve.p<«l 

as their leader, American boat I! l? ^S®‘ P®^ *0"* With Collins 

triumphs with sail" operators had repeated with 

in the use of steam for ocean'shi^n°°"^L”*'^*^ advance our first efforts 
El Dorado of Sutter’s Port called California gold rush, 

^stthat thousands lined foe iw ° seekers in the 

This demand was manna from We * seeking transportation, 

lip service via Panama instead opened 

«atead of by foe perilous time-consuming route 



The famous clipper ship Flying Clnvit, loading at New York for trip around the Horn 

U) Calirorniii 

GImort*! J*iefor(at J>rawirig Jioom Companion 

seekers were willing to pay almost any price for passage and for freicht. 
Acoodmgly some large fine ships were built. Within a decade nearly thirty 
vessels aggregating approximately 38,000 tons were pressed into this serv- 
m A railroad was constructed through the Panama jungles. Finally the 

Aspinwall, combined to form the Pacific 
rpo- f J^setio ten-year period when the gold fever 

temperature the Pacific Mail Company carried 
?200 Sjn Pd°"* Returning vessels brought out over 
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promising fndccti for Ampriran shipping in thp«j. 
1850 s, Our dtfep.sea steam tonnagi* altimst rtinalpti that f? 
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In 1855 r.''"’" 

had been granted to CoIUnc • subsidy whidi 
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version of preceding sailing shins Th ^ clqiper as a streamline( 
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changes resulted inagSi^^T^""®^^ ^«^^tion to the beam. This, 
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area would yield much faster time through the water. The clipper marked 
not only an advance in ship design, it was a thing of great beauty as well. 
But there are always skeptics. Some who inspected the first true clipper, 
the Bainbow, designed by John W. Griffiths and built at New York in 1845, 
saw only folly in this new departure. They predicted, with knowing argu¬ 
ment, that in a head or following sea the ship would bury her nose under 
and never come up. Ridicule turned to praise when the Rainboio com¬ 
pleted the trip from Canton to New York with a saving of about three 
weeks. 

The clippers were used largely on the comparatively longer voyages 
although some saw service in ^e Atlantic. Their increased speed enabled 
them to make the New York-San Francisco run via Cape Horn on the 
average SO per cent faster than ships of the old-fashioned design. One of 
the fastest, the Comet, went from the Golden Gate to Sandy Hook in 83 
days, logging an average of 210 miles a day. Sovereign of the Seas, built by 
Donald McKay, made 340 miles in a record twenty-four hour run. “In¬ 
deed, in anything like a fair, strong breeze, these long, finely modelled 
clipper ships could overtake a lumbering steamship, pass her, and run her 
hull down in a few hours.”' 

With this confirmation of the success of the new clippers and under the 
pressure for more transportation to California, American shipbuilders 
enjoyed a great burst of prosperity. Our shipyards, especially those along 
the East River in New York, were soon turning out a new commercial 
fleet. In 1855 some 2027 vessels were built, totalling 583,450 tons. Not only 
did we supply our own demand but in the four years from 1854 to 1858 
we sold over five million dollars worth of ships to foreign interests. 

Unfortunately the brilliance of these accomplishments blinded us to the 
greater potentialities of steam navigation. We imagined that with the clip¬ 
pers maritime efficiency had attained the ultimate; that steam propulsion 
was a thing of limited future restricted to the comparatively short trips 
between American and European ports. Not so with the British. They 
persistently drove ahead to improve their sooty, plodding steamships. They 
expanded the use of iron-hull construction and first adopted double bot¬ 
toms and watertight bulkheads. 

Meanwhile the pattern of our overseas commerce was changing. Trade 
with the British West Indies decreased in importance. That with England 
and northern Europe grew rapidly and in the years between 1850 and 
1860 accounted for 75 per cent of our exports and provided us with around 
66Ji per cent of our imports. England was by far our best customer and 
the source of most of our overseas purchases. 

The result of these various factors was that while our shipping and for- 
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eign trade grew expansively in absolute amount* t«-i. - 
Between 1825 and 1860 American shippine in' 
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ness along the Atlantic seaboard and Gulf coast was making use of about 
the same ship tonnage as our deep-sea trade. Because of the shorter dis¬ 
tances between ports, coastal ships handled many times as much business 
as those in foreign commerce. This coastwise trade consisted largely of 
cotton, sugar, rice, and naval stores moving North, balanced by cloth, tools, 
hardware, and flour moving South. 

Commerce and shipping were not the only salt-water activities in which 
our people prospered. Our most dramatic achievements were in whaling. 
We recall that the impressment of American seamen and the hazards of 
war had almost driven our whalers out of business in 1814. Following the 
Treaty of Ghent, the English Navy ceased to prey on our mariners and our 
whaling industry resumed its growth. From 1820 to 1858 ships from Nan¬ 
tucket, New Bedford, Fairhaven, and Sag Harbor brought in a rising 
volume of whale oil and bone. The tonnage of ships in this business in¬ 
creased from 36,445 in 1820 to 198,594 in 1858, “In 1842, out of the world’s 
total whaling fleet of 882 sail, 652 were American vessels.” ® 

This was ^e glorious epoch in American whaling, Those skillful tough- 
fibered mariners from our diminutive Atlantic ports pushed their little 
square riggers into longer and longer cruises. There were no areas so re¬ 
mote or so dangerous as to deny them entrance. The South Seas were alive 
with Yankee whalers. The giant mammals-swimming tanks of oil-were 
hunted almost literally from Pole to Pole. Wherever whales disported 
themselves that part of the globe became a bit of New England. “In 1848 
Captain Boyce, in the bark Superior of Sag Harbor, steered through 
Bering’s Strait and attacked the great bowhead whales of the Arctic,” ® 
Within three years, 250 Yankee ships had returned from whaling voyages 
in Arctic waters. Our supremacy in this tough work was unchallenged. 

Stirring as were these accomplishments, the business of whaling was not 
destined to last long. The peak was reached in the forties and fifties. Then 
misfortune struck from two directions. The whale had been hunted, not 
quite into extermination but definitely into extreme scarcity. Next came 
the use of petroleum for illumination and the bringing in of the first drilled 
oil well by Drake in 1859. This was the death knell. It spelled the finish for 
this gallant little industry which down through the years had blazened 
to the world the courage, skill, and resourcefulness of American seamen. 
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The SeuHng Machine and the Reaper 
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. jmall shops from Maine to the Mississippi and commanded relatively high 
wages. The problem was solved by recruiting factory operatives from 
near-by agricultural areas, a practice which in some places has continued 
even down to the present. Luckily for these early mills, the response was 
a ready one. An important migration began as men and women left New 
England farms to take up life in the new mill towns. Women operatives 
outumbered men. It has rarely been difiBcult to persuade daughters of Eve 
that life on a farm leaves something to be desired. By the year 1831 some 
800 textile mills were employing upwards of 38,000 women, 18,000 men, 
and 4,000 children. 

In bringing these operatives to a mill site it was usually necessary for 
the company to provide dwellings and frequently board as well. Hence 
there grew up a high degree of paternalism. Company officials felt them¬ 
selves responsible for their mill hands not Only during working hours 
but in ofE-time periods as well. At the outset the quality of personnel was 
high. The girls lived in comfortable quarters and earned enough, if they 
were careful, to send remittances back to the farm. Travelers commented 
favorably on the contrast with the older English mill towns. 

The relationships between one of these textile companies and its em¬ 
ployees is indicated by the following quotation from its regulations: 

Article 1; 

All persons employed by the Company must devote themselves assiduously to 
their work during working hours. . . . They must on all occasions, both in their 
words and in their actions, show that they are penetrated by a laudable love of 
temperance and virtue, arid animated by a sense of their moral and social obliga¬ 
tions. The Agent of the Company shall endeavor to set to all a good example in 
this respect. Every individual who shall be notoriously dissolute, idle, dishonest, 
or intemperate, who shall be in the practice of absenting himself from divine 
service, or shall violate the Sabbath, or shall be addicted to gaming, shall be dis¬ 
missed from the service of the Company 

The success of these textile mills caused an important advance in our 
standard of living. Cotton cloth was made available for a wide range of 
clothing and household uses. The application broadened as the cost of 
labor declined. Public acceptance of cotton fabrics was so avid that by 
1860 the industry with approximately 5 million spindles was fabricating 
cloth valued at over $115 million. 

The surge of industrialization had begun. Power would be applied in¬ 
creasingly to the production of goods in factories. Concentration of work¬ 
ers and urbanization would proceed at an accelerating pace. We would 
develop a laboring class. Gradually the nation would change from an 
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James B. Neilson in Scotland secured a patent for using a hot-air blast 
in smelting iron ore instead of the cold air previously employed. Then, in 
the United States, Dr. Frederick W. Geissenhainer, making use of the hot¬ 
air blast, began a series of experiments with anthracite coal as a fuel in 
place of charcoal. His efforts were crowned with success in 1836 at the 
Valley Furnace near Pottsville, Pennsylvania. The first commercial appli¬ 
cation of the new all-anthracite process was made a few years later by 
Erskine Hazard, George Crane, and David Thomas at their Lel.igh Crane 
Iron Company at Catasauqua, Pennsylvania. Others pursued separate 
courses to the same end. 

Once its practicability was demonstrated, the anthracite process took 
hold quickly. In 1840 we had 6 such furnaces; in 1846,42; and in 1856,121. 
During these years the use of coke from bituminous coal was also tried. 
Its application came more slowly but by 1856 there were 21 furnaces in 
Pennsylvania using it as fuel. 

This passage from the age-old process of smelting with charcoal was a 
great forward step in our industrial development. It gave to American 
industry a broad base for expanding operations at a time when applied 
science was ready to advance over a wide front. Our iron production in¬ 
creased from 285,000 tons in 1840 to about one million tons in 1860. 

Most urgent were the needs of our new railroads. The thought of im¬ 
porting tons of English rails each year was not long to be endured. In 
1844 we began to produce rails in our own rolling mills. By 1849, sixteen 
rail mills were producing more than 100,000 tons per year, a great advance 
over our condition in the early 1830’s when we were unable to provide the 
meager 15,000 tons of strap iron for rails needed by the Baltimore & Ohio 
Railroad. 

Stemming directly from railroad operation was locomotive building. 
Among the first to take up this work was Matthias W. Baldwin in the early 
1830’s. The story of the Baldwin Locomotive Works is a graphic illustra¬ 
tion of the way in which new businesses are bom. Baldwin had been suc¬ 
cessively a manufacturer of jewelry, then of bookbinders’ tools, and later 
a maker of printing rolls for calico printing. Becoming interested in steam, 
the new power which had inflamed the imaginations of so many mechanics 
of that period, he decided to find out about steam engines, In his own 
work shop he built a six horse-power stationary steam engine which per¬ 
formed successfully. Next, he manufactured and sold small stationary en¬ 
gines to local factories converting to the new source of power, 

Then in 1830 word got around that the Camden and Amboy Railway 
had secured one of the English locomotives about which there was so 
much public speculation. This machine was jealously guarded by the rail- 
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faces by a chain and windlass. To keep it weighted down three or four men 
stood upon it during the planing operation. 

Impressive as were our achievements in the production and machining 
of heavy iron equipment, equally striking were our advances in the art 
of light metalworking. In this field New England became preeminent. 
This was not so much a matter of choice as of necessity. When our iron- 



Before the days of form machinery, our ancestors were using 
the tools and methods employed B.C. along the Nile 

The Growth of Induitrlal Art, BenJ. Batterwottli, United States 
Patent Oillce 


makers turned to the use of coal as fuel the Yankee states were ruled out. 
Nature had provided New England with no coal and only skimpy deposits 
of non ore. But those sons of Yankee shipmasters, mercliants, and China 
traders were bom to a tradition of survival. If they could not produce 
iron memselves, they could tool out finished parts. They had already ac- 
qmre metalworking skill in making shipfittings. A natural development 
the manufacture of textile machinery and factory equipment for New 
Mgiand mihs since spinning frames, looms, and mill accessories were now 
emg built of iron. This gave New England a running start in the light 
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Steps. The old spirit which in former years had driven New Englanders 
to sell pipe staves in Portugal and furs in China was still very much alive. 

A picturesque instance of these vigorous selling methods existed in the 
Yankee tinware wagon peddler. These itinerant merchants were a national 
institution and as familiar to our grandparents as chain stores are to us 





PATENT STRAIGHT NEEDLE 



lPllK[PlS[KlE)D©yiL,AIS AOTOIKI 

Sewing Machine, 

pBioniBd Augmt locond pitem rargroil linprav«iu«nu Umod April ]3ih, lflS2. 

^ This IS the moat valuable Invention now before the Public. Since tho 
introduction of tho atoam onj^ino, human inguniiity has dovlacd nothing 
which 18 so coinplolo and cflicient in ita operation, and of auch extensive 
application to tho neceseaiy busincas of life. Its reputation U established. 


I. M. Singer & Oo. 



One of America's significant early developments in labor-saving 
devices was the sewing machine 

Courtesy of the Singer Manufacturing Co. 

today. During the colonial era, some Connecticut merchants engaged in 
overland trade with the Dutch in New York and the French in Canada. 
At trst these peddlers simply carried on their backs small packs of curi¬ 
ously assorted merchandise. As trails developed into primitive roads 
wagons were used to transport cheese, codBsh, clothing, and all kinds of 
wooden household utensils over tenuous lines of commerce. When in the 
peno rom 1830 to 1860 small ConnecHcut metal shops began to turn 
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American business and presents a graphic picture of how big enterprises 
are developed. In 1831 McCormick, working In a little blacksmith shop in 
Virginia, put together with the assistance of a colored helper, a horse- 
drawn reaper for harvesting wheat This crude, rickety contraption was 



Gyrus McCormick demonstrating one of his first reapers 
Courtesy of The Internutioiinl Hnrvcstcr Company 


submitted to public trials and proved moderately successful, Instead of 
pressing its development, Cyrus and his father succumbed to the lure of 
distant pastures and embarked in the iron business. They built a little 
charcoal furnace and saw visions of high prosperity. Circumstances, how¬ 
ever, showed no sympathy with this struggling project. The panic of 1837 
killed the business and wiped out their tangible assets. 

Adversity now directed Cyrus into the field which was to permit him to 
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or exult in their discomfiture. It was not unusual to witness a couple of 
mower agents driving their machines against heavy poles in order to 
prove which was the more rugged. Word had it also that one manufac¬ 
turer maintained a secret crew to go into farm bams at night and break 
or dismantle vital parts of a competitor’s equipment. 

It was in this atmosphere of rugged, aggressive competition that the 
businessmen who made agricultural implements were conditioned. The 
success story of others was pretty much like McCormick’s, John Deere, for 
example, began manufacturing the new steel-faced plow in his blacksmith 
shop at Grand Detour, Illinois. Within a few years, he, too, had developed 
business on a national scale. 

Not content with this active domestic trade these manufacturers began 
as early as 1850 to invade foreign markets. Both McCormick and Obed 
Hussey demonstrated their competing reapers at the Central Palace Ex¬ 
hibition of the Industries of All Nations at London in 1851, McCormick’s 
machine, which the London Times described as a “cross between an Astley 
Chariot, a wheelbarrow and a flying machine,’’‘ won the exhibition’s 
Council Medal, and both ho and Hussey immediately establl.shed an Eng¬ 
lish market. 

American farm machinery attained world-wide recognition. We did 
business from the steppes of Russia to the back country of Australia. We 
built factories in many foreign countries. Within another generation our 
success was such that we had secured control of 80 per cent of the world’s 
business in the manufacture and distribution of farm machinery. 

The significance of these achievements is not to be measured solely by 
the prosperity of this particular industry. Through increasing the produc¬ 
tivity of agricultural workers who remained on the farm, it was possible 
to release others to take up industrial pursuits. Accelerated production 
of grain for export assisted the North in winning the Civil War. In tnith 
plows and reapers became the weapons of Mars. “It seems like the stroke 
of an ironical fate which decreed that since it was the invention of a 
Northerner, Eli Whitney, that made inevitable the Civil War, so it was the 
invention of a Southerner, Cyrus McCormick, that made inevitable the 
ending of that war in favor of the North.”" 

But there are even broader implications. The very nature of food is such 
that a substantial increase in its supply has deep social and political con¬ 
sequences. The wide use of American agricultural machinery has added 
greatly to the world’s productive potentials, lessened costs, and contrib¬ 
uted to a higher standard of living. Wherever on the face of this old 
globe Adam s breed delves, there will be found American farm equipment 
to multiply the earth’s abundance, 
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eventful interlude in the fiscal affairs of government. A steady income 
from customs receipts and land sales gave the Treasury a regular surplus 
except for a small deficit in the year 1824. The national debt was pared 
down. All in all, things were quite serene. It was the calm which precedes 
the storm. Old Hickory proved to be a one-man hurricane. 

With all his fire, color, and passion for the raw democracy of the West, 
Jackson was at heart something of a conservative, This was shown early 
in his first administration when he went "agin” the prevailing philosophy 
of his own people and took a firm stand opposing federal financing of in¬ 
ternal improvements of a local character. The air was alive with promo¬ 
tions of this kind. Jackson vetoed a bill which Congress had hurriedly 
passed providing that the government should subscribe to the stock of the 
“Maysville, Washington, Paris, and Lexington Turnpike Hoad Company.” 
Had he given his support to this fever for roads, bridges, and canals, the 
federal government might have found itself in the same leaky boat as did 
some of the states when the panic of 1837 struck. 

It was not until the election year of 1832 that Jackson really went on 
the warpath. In the so-called Bank War which then broke out, but which 
had actually been brewing for some time, he led the forces opposing 
renewal of the charter of the second Bank of the United States, due to 
expire in 1836. 

This institution, launched in 1816 and patterned after Hamilton’s first 
United States Bank, had, after early vici.ssitudes, been doing an effective 
job. With headquarters in Philadelphia it operated some twenty-five 
branches throughout the country. The bank was the official depository of 
government funds and through its branches these were made available in 
different localities as federal needs required. Its notes and drafts, effec¬ 
tively convertible into specie, provided the business community with a 
stable, uniform currency of wide circulation. Western branches were used 
to facilitate sales of federal lands. Generally speaking, the second Bank 
was performing useful functions for both government and business. 

The road was not smooth however. As we have already noted, at the 
time of the panic of 1819 the operation of the Bank raised questions of 
states’ rights and precipitated conflicts with local business interests. When 
Jackson first assumed the Presidency in 1829, feeling against the Bank had 
once more been aroused in the West and South. State banks were Jealous 
of the superior circulating quality of the notes of the Bank of the United 
States. Furthermore they resented the steps which were taken by that 
institution to force the local banks to redeem their own notes in specie, 

a requirement which worked greatly to restrict inflated issues of state bank 
notes. 
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made generous use of its funds to secure newspaper support for its activ¬ 
ities and especially for recharier. Liberal loans were advanced to impor¬ 
tant publications, notably one to the publishers of the Courier arid 
Enquirer in New York City which later was much criticized. Contracts 
were freely made with printers for publishing and distributing articles 
favorable to the continuance of the Bank. 

Furthermore the Bank had adopted a somewhat overfriendly attitude 
toward members of Congress. Advances against future salary payments 
were made and loans arranged under terms that were particularly easy 
during the period when recharter was being considered. 

Equally disturbing to Jackson was the manner in which Biddle carried 
on. The latter was very much the czar in the Bank regime and in fact 
dominated its management. As an individualist he was about as rugged 
a specimen as Jackson, who regarded with distrust such a position of 
power outside the dominion of government. Not only that, but Biddle 
himself was active in directing the lobbying which went on in Washington 
for recharter of the Bank. Inasmuch as the ca.se for the recharter became 
involved in politics, Jackson, of course, could only glare with a bilious 
eye upon these proceedings. 

An event which served to augment Jackson's antipathy for the Bank was 
an incident in 1832 regarding the payment of part of the government debt. 
The Treasury announced its intention of calling for payment on July 1st 
of some six and a half million dollars of the government's 8 per cent 
stock. This meant a draft on the Bank as the government depository. Due 
to previous debt retirement and heavy commercial use of the Bank's 
resources, Biddle found it impossible to make the July 1st settlement on 
that date. He hurried to Washington to ask for time and secured a pre¬ 
liminary arrangement by which payment was postponed. 

This affair particularly aroused Jackson’s suspicion. He had no under¬ 
standing of the Bank’s problems. He could not see that the Treasury 
should have conferred with the bank in advance on the program for heavy 
drafts on government balances. Iir a flare of temper Old Hickory stormed, 
I tell you, sh, she’s broke. Mr. Biddle is a proud man and he never would 
have come to Washington to ask me for a postponement if the bank had 
had the money. Never, sir. The bank's broke, and Biddle knows it.” ^ 

All these things served to strengthen Jackson’s innate distrust of the 
Bank. When, in July, 1832, Congress passed a bill renewing the Bank's 
charter, Jackson promptly vetoed it. In explaining his action Jackson pulled 
out all the poltical stops about ridding the country of a powerful money 
monopoly and his desire to safeguard the liberties of the common citizen. 
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banks" subsequently had a particularly unfortunate repercussion. A great 
wave of speculation was gaining momentum throughout the country and 
the new deposits added credit resources which were used by many of the 
banks to increase speculative loans. The condition became acute in the 
West and Southwest. 

While the fever of speculation took hold of business generally, the 
spearhead of the upward spiral was hectic gambling in land. Land held 
the same place in the speculative debauch of 1835-1837 as stocks did in 
that of 1927-1929. Partly accelerated by the distribution of deposits to 
"pet banks ” sales of public land went from 4.658,000 acres in 1834 to 
12,564,000 in 1835 and a year later reached 20,074,000 acres. 

Public ofiBcials in government land offices connived with adventurers 
to promote speculative deals and promotions. Grandiose schemes were 
evolved. Typical was the New York and Mississippi Land Company, or¬ 
ganized in 1835 to acquire a fabulous area of land in Mississippi. Inflamed 
public imagination clothed all land in a golden aura. Timber properties in 
Maine shared popular favor with building lots in the West. Parcels were 
traded again and again, on a scale of constantly rising prices. Prices up 
to $78 per front foot were paid in 1836 for lots in Quincy, Illinois, and 
some in Peoria sold as high as $100 per front foot. In Marion City, Mis¬ 
souri, the object of speculation was land all right-only it lay under six 
feet of water. 

Failing in certain temporizing efforts to restrict speculation, the Treasury 
took a radical step on July 11,1836, wliich effectively reversed its previous 
policies. The famous Specie Circular was issued. Tliis letter instructed 
federal agents to accept only specie in payment for public land. “In issuing 
the specie circular . . . Secretary Woodbury declared that the order had 
for its object the repression of alleged frauds, the lessening of opportun¬ 
ities on the part of speculators to secure a monopoly of public lands to 
the injury of actual settlers in the new States, and the discouragement 
of the extension of bank issues and bank credits; he also briefly referred to 
the need of protection to the treasury."« This final action of salutary 
ntMt came too late. Speculation had gone too far. Individuals, companies, 
and banks had already overextended their credit to the point where 
taere was no going back. Effective retrenchment was impossible. Catas¬ 
trophe was inevitable. 

But before the panic of 1837 struck, the national government made one 
more move that further agitated the witches’ brew of confusion. This was 
tte distabution of the Treasury surplus to the states of the Union. For 
extiao^ary governmental action, one will travel far down the reaches 
5 ory to encounter its equal, When first proposed, this project was 
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Financial news itoin in a New York newspaper on the 
suspension of specie paytnciiis and tlic outbreak of the 
panic of 1837. 


result new commitments to American merchants were refused and pay¬ 
ment was urgently demanded on outstanding obligations. This critical 
requirement for payment and shipment of specie was the last straw 
added to the burden of domestic speculation. 

conditions our banks were vulnerable. On May 8, 
837, the Dry Dock Bank of New York closed its doors. Three banks in 
a 0 immediately followed. The run on specie had struck with full force. 
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period preceding the Civil War was another panic. The climax occurred 
in August of 1857 with tlie failure of the Ohio Life Insurance and Trust 
Company. Because of the concentration of the nation’s banking in New 
York City the impact of this crisis was most pronounced in tfiat com¬ 
munity. Specie payments were once more suspended. Some of the larger 
western railroads went into bankruptcy. Credit retrendiment, however, 
was sharp and we were shortly able to resume our interrupted forward 
progress. By the year 1860 a condition of general prosperity had been 
restored. Optimism prevailed and businessmen looked forward to a 
future glowing with the promise of continued national growth and com¬ 
mercial expansion. To the discerning few, however, ominous clouds 
were gathering on the political horizon. 
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fonn of transportation reaped a rich harvest. Furthermore this magnet 
of the Mother Lode drew to the Pacific Coast an effective nucleus of set¬ 
tlers to start the real growth of that territory. In tlie year 1850 alone, some 
100,000 persons passed in through the Golden Gate. Pursuing the course of 
least resistance these prospectors stayed on and drifted into other occu¬ 
pations as they found that the gold-bearing gravel beds yielded only 
meager wages instead of riches. A few followed the example of the local 
hacenderos and raised cattle. The great majority became farmers, mer¬ 
chants, and artisans. Agricultural production mounted and the East began 
to hear the first echoes of that siren call,' “our climate.” A sw ellin g tide of 
settlers responded; the rise of our Pacific Empire had begun. 

Unlike die California gold rush, the opening of Michigan’s copper treas¬ 
ure proceeded at a restrained tempo. Tin's story took some 200 years to 
unfold. It could well be called the Great Continental Mystery Story. Be¬ 
ginning with the arrival of the first settlers on the Atlantic Coast, its climax 
did not come until tlie 1840’s. 

One of the things which had made a striking impression upon the early 
colonists in America was the existence of copper ornaments among the 
Indians. Naturally these pioneers were not slow to ask the question; where 
did the red metal come from? Jesuit missionaries unearthed the first clue to 
this mystery as they Journeyed westward, visiting one Indian tribe after 
another. These observing explorers recorded the fact that the use of copper 
ornaments increased as one proceeded westward. As they approached the 
country around Lake Superior they noted the use of copper not only for 
ornaments but for utensils as well. Indians, when questioned on the sub¬ 
ject, always refused to disclose the source of their treasure. By that time 
they, too, had been around a bit. Putting all available facts together, it 
was a reasonable assumption that copper lay somewhere in the neighbor¬ 
hood of Lake Superior. 

Many persons searched for the source. In 1770 one Captain Jonathan 
Carver, financed by English capital, led an ambitious prospecting party 
tato the Keweenaw Peninsula of the Lake Superior territory. There in the 
Ontonagon River the party found pebbles and small boulders of native 
copper. The scent was getting hot. Nevertheless little was done about it 
tor the next seventy years. 

Then Steven T. Mason, the first Governor of the State of Michigan, ap¬ 
pointed Douglass Houghton as state geologist. Houghton’s qualifications 
se^ to have been that he was trained as a physician and belonged to the 
ng political party. Whatever were the reasons for this choice, they are 
recommended to those who would employ geologists. Houghton succeeded 
n locating beds of copper. The great mysteiy was solved. His report, sub- 



>4* THE EWC OF AMERICAN INDUSTRv 

““ «pp» ^ 

“* riche., R 



Early gold mining in California 
ew York Public Library Picture Collection 


world one*S'irmMt%TnotnTmfa^^^^^ 

H^Ia Mining Company, ®iiteiprises—the Calumet and 

raise this he rep^h^ substantial capital. To 

mteresting chain of events.Ts 1 ^ “ “ 

England a copperworking business Br ®%building had given New 
ments of Michigan coppefnatuiallv ^ f ^f^ware followed. Early ship- 
was the fact thft theSS?o^s!f ^ 

® by this time been multiplied man in the trading days 

umpired many tunes by the success of New Eng- 


MINERAL MIRACLES 


143 

land’s new cotton textile industry, Boston was the center in which New 
England capital sought outlet in new ventures. In applying to Yankee cap¬ 
italists Hulbert was therefore following magnetic lines of force. Bostonians 
put up $1,500,000 to finance Calumet and Hecla, During the fifty years 
between 1871 and 1921 this property paid dividends of over $150 million. 
For many years Boston capital was the dominant financial power in the 
American copper industry. 

These mineral treasures from California and Michigan were great con¬ 
tributions from the West. Tlie East, however, was not to be outdone. In 
August, 1859, Edwin L. Drake brought in the country's first oil well at 
Titusville, Pennsylvania. In much the same way as in die copper mystery 
story, the discovery of oil in this country harks back to the red men and 
their customs. Seneca Indians were the first American "oil men.” 

Abroad, mineral oil, while rare, was not an unknown product. For many 
hundreds of years the Burmese had produced and sold petroleum in 
Burma, India, and China for use in small lamps. As early as the seven¬ 
teenth century this "Rangoon Oil” was an article of commerce in London. 

The existence of oil exudations iii America had been known to some 
of our first explorers. Seventeenth-century missionaries reported having 
discovered a “Fontaine de bitume” and having observed a "heavy and thick 
water, which i^ites like brandy and boils in bubbles of flames when fire 
is applied to it.” ^ Along the Genesee River in New York and Oil Creek 
in Pennsylvania, seepages of oil were particularly noticeable. Here it was 
that the Indians started in the oil business. Their practice was to throw 
a log across a small stream near one of the.se exudations and back up the 
oil on the surface of the water. This would then be soaked up in blankets 
which were wning out into containers. The product was used for dressing 
wounds and for certain tribal rituals. It was also traded to the colonists as 

a medicament and became rather widely known as Seneca or Genesee 
oil. 

For well over a century, or until the 1850*s, nothing of importance hap¬ 
pened. Suddenly two developments opened the way for one of the twen- 
eth century s greatest industries—the oil business ns we know it today. 
First we evolved a method of refining rock-oil and using the product as 
an Ruminant. Then in 1859 E. L. Drake at Oil Creek, Pennsylvania, 
w^ed out the process of drilling for oil Instead of digging wells. 

These discoveries were opportune because about tliis time it became 
apparent that the sperm whale had ceased to cooperate as a source 
0 1 uminating oil. Unobligingly these great mammals had retired to 
ocean areas as remote as possible from New Bedford and Nantucket. 
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inflow of rock oil. Samuel Kier was not to be discouraged. Instead of writ¬ 
ing off this well as a loss, he decided to find a market for the oil. Citizens 
of many communities were soon to read flamboyant advertisements telling 
of the great medicinal properties of “Kier’s Petroleum or Rock Oil, Cele¬ 
brated for its Wonderful Curative Powers-A Natural Remedy.” 

Nature’s bounty, however, began to tax Kier’s ingenuity. He saw that 
rock oil dispensed in eight-ounce bottles, even if applied liberally by 
Eskimo and Hottentot, could not possibly consume the quantities of oil that 
seemed available. A new and more extensive use must be found if real 
money were to be made in selling this strange liquid. 

Accordingly Kier began experimenting to produce a satisfactory illu- 
minant from petroleum. Some kind of refining was obviously necessary. 
In its raw state peti-oleum bum(*d imperfectly, giving off quantities of 
smoke and offensive odors. He sent an employee to England to secure 
data on coal distillation. This mission proved fniitless, Finally Kier con¬ 
sulted J. C. Booth, a chemist of Philadelphia, and between them a rough 
process of distillation was worked out. In 1850 a crude still of one-bar- 
rell capacity was set up which yielded a relined oil of fairly satisfactory 
quality. This product was called "carbon oil” and was retailed at $1.50 per 
gallon. Thus Samuel Kier, tlie irrepros.sible promoter and small-time cap¬ 
italist, became America’s first oil refiner. With his diminutive still of 
scarcely laboratory capacity he had planted the acorn from which the 
great oak of modern oil refining was to grow. 

Public acceptance of carbon oil as an illuminant was slow. Habits are 
hard to change. Furthermore many people had been victimized by irre¬ 
sponsible promoters of various types of “burning fluids.” 

Outstanding for his success in adapting for practical use the crude car¬ 
bon oil which Kier and some others were refining was A. C. Ferris of 
New York. He developed a more efficient burner and utilized a solution 
of caustic soda to destroy the offensive odor of the original product He 
even offered a free trial of lamp and oil to prospective customers. Still 
there were many who remained skeptical. 

Slowly but with gaining momentum carbon oil made its way in spite 
of being imperfectly refined. A now product had been evolved for which 
the whole world was a potential consumer. A use for rock oil had been 
found which gave promise not only of consuming the current supply but 
of necessitating the production of undreamed-of quantities. Ferris’s sales 
in New York alone were exceeding Kier’s original output at Tarentum. 
T^e first requirement had been met—a new market had been opened. The 
time was now ripe and the stage set for the next great development. 

The sequence of events leading to its accomplishment had started in an 
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prise t peiectit °^g«niring the new enter- 
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reasons for the selection hav^ h^ conductor, to work for the firm. The 
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that they would fill with more of seepages and hope 

the Drake pits seemed to fill with )y^i®r. Fortunately for the industry 

other means would have to ffe decided that 

'k' “““‘“J Potat “<».d 
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for all human ills. Included in the display wa.s a picture of the derrick over 
Kier’s salt well at Tarentuin, the source of the miracle-working rock oil. 

As Bissell looked at the view of the derrick, an idea struck him. If salt 
brines could be mined by drilling wells- instead of digging them, why would 
notthe same be true of rock oil? This may well have been the original con¬ 
ception of the idea of drilling for oil. 

Drake lost no time in trying out the idea. Within a shaft only a few 
inches in diameter, he believed he could sink a pipe which would prevent 
the inflow of surface water and pernut the oil to come up undiluted from 
greater depths. Drake hurried down to Tarentum, the scene of Kier's oil- 
exuding salt wells. When he explained that he had in mind drilling for 
oil, the old hard-headed salt drillers laughed him to scorn. Who had ever 
heard of drilling for oil? These practical num would have nothing to do 
with any such crack-brained scheme. 

Drake would not take “no” for an answer. Finally he persuaded W. A. 
Smith, a blacksmith who made drilling tools, to go with him to Oil Creek. 
Together these two started drilling. Everything had to be improvised. 
Progress was slow. The first thirty feet of the drill-hole were lined with 
cast iron pipe. 

In addition to hi.s operating prohlem.s Drake was now beset with those 
of a more harassing nature -financial ones. After having advanced $2500 
New Haven capitalists decided they -would go no further. Drake, how¬ 
ever, did not lose faith. He put uj) his own last $347 and borrowed $500 
more on his note, Thus Dl'ak(^ and .Smith were able to keep sinking their 
drill-hole foot by foot, never quite knowing when they would have to 
slop. Farmers along Oil CJreek began to feel sorry for these demented 
strangers, 

Eventually there came a fateful Saturday late in August, 1859. They had 
drilled to what would now be considered no depth at all—a bare sixty-nine 
feet. That day, just as they were knpekiiig off, the drilling indicated that a 
different formation had been pemetrated. No significance was attached to 
this. The men pulled up therir tools and quit for the day. 

Late Sunday afternoon “Undo Billy” Smith, taking a busman's holiday, 
went out to their Oil Circck well. He could hardly believe his eyes. The 
drillhole, which the night before had given no such indication, was full to 
overflowing with oil. This wn.s itl Smith sent his son to tell Drake. Then 
me news spread like wildfire. The cry went over the countryside, up and 
down Oil Creek—“The Yankee has struck oil.” 

This was a triumphant outcome for Drake. The drilling process -was a 
proven success. They were getting oil and not water. With the aid of a 

*00 pump the well was yielding only a pitiful eight barrels of oil per day. 
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But the event was of great significance. This was the beginnini? of An,» • 
can crude oil production. Drake's unswerving faith had been Ltified. 

us within a few years American enterprisers, working mde>nAn>i ' »i 
on what mossbacks of the time called halr-brained projects fdfift? 
two basic essentials for the development of the oil businiss From n 1?® 
little well and Kier's tiny still ha's grown a 

alin^Dst within two generations. Production of crude oil ^ 

k-ii- this industry now represents something around tIS 

bimon. with employees numbering 1,250.000. From the Lie spark^L 

ssltlisars 

»!«.,» Ted. when ft., Seneca'./ 
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THE CIVIL WAR 


Ships, Wheat, and Factory Wheels 
Sustain the North 


In the two generations which followed the adop¬ 
tion of the Constitution the young nation grew mightily. Already possess¬ 
ing vast lands stretching to the Mississippi and beyond, the Louisiana 
Territory was added. Then we secured Texas, California, and Oregon. We 
became a two-ocean nation. Seemingly everything was present to make 
us a great world power. 

One basic and ever-increasing weakness, however, marred this sweep 
of progress. This lay in the difference of economic interest between the 
North and the South. Citizens of the states later to become the Confed¬ 
eracy had staked everything on a one-crop, large-plantation, slave-labor 
economy. As the price of cotton went, so went everything in the South. 
These people had set an economic oligarchy—a genial but exclusive 
society. The impecunious white immigrant had little hope of becoming a 
member. 

Settlers in the North, on the other hand, went in for varied crops and 
diversified industry. Theirs was a land of hopeful promise to the small 
farmer and hard-working artisan. An active domestic trade and broad for¬ 
eign commerce offered almost unlimited opportunities. The North was 
truly democratic in its economy. It extended arms of welcome to the 
peasant and laborer of Europe, proclaiming in effect; “No man so poor that 
he cannot here achieve proprietorship.” As a result the incoming resources 
of man power had been very largely channeled to the North which by 1860 
had a population of twenty-two million while the South had only about 
nine million, including more than three and one-half million slaves. 

The northern states were also fortunate in possessing many excellent 
ports, nearer to the markets of Europe than the South’s principal outlet at 
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In the South railroad transportation was nnnr I’n 
were no long through railroad lines except one which ronnected ST 
tenooga Memphis, and Nashville with the Atlantic seaboZ tS 
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Only by keeping in mind this point of view is it possible to understand 
the assumption of a risk of war on the part of the Soutii, They would fight 
with bales as well as with bullets, With English support success was cer¬ 
tain, They would create a new American nation of homogeneous economic 
interest to perpetuate the planter oligarchy. 

While the cause of the Confederacy received much sympathy in Eng¬ 
land, it failed to secure the expected recognition and assistance. The “shop 
keepers” of John Bull’s island are traditionaUy realistic. They read the 
census returns and paid homage to the factors that gave the North its 
growing population, booming industries, fine transportation system, great 
merchant marine, excellent foreign trade, and liberal supplies of precious 
metals. While the South provided England with cotton, the North sup¬ 
plied foodstuffs. Finally, the English businessmen realized the North was 
by all odds the best customer for English goods, able to pay gold on the 
barrelhead. 

It was the business world which received the first shock of impending 
trouble. The election of Lincoln in 1860 touched off the powder train. 
Banks in the South began to withdraw balances from banks in port cities 
of the North. The usud remittances by southern storekeepers to northern 
merchants dwindled to a trickle. By early 1861 even this trickle had 
stopped. 

When Sumter was fired on in April, 1861, business in the North was in 
the grip of a full-fledged depression. It has been estimated that southern 
merchants owed their northern brethren at this time something around 
$300 million, of which New York firms alone claimed $160 million. The 
failure to receive remittances against these balances coupled with fear 
of complete loss caused a mercantile panic. Money became tight, collec¬ 
tions were pressed, and payrolls drastically reduced. Business failures 
spread through the northern states like an epidemic It was estimated that 
upwards of 10,000 concerns, large and small, went to the wall. This shook 
the northern economy to its foundations. Business was sick indeed.® 

Serious as were these shocks, the banking system of the North stood up 
fairly well. The banks in New York City and New England were able to 
maintain specie payments, but banks in Philadelphia, Washington, Balti¬ 
more, and St. Louis were forced to suspend, as also were most of those in 
the newly opened frontier communities. In the South, suspension was gen¬ 
eral except for the banks of New Orleans which had through the years 
built up Uberal specie reserves. 

When hostilities actually broke out, each side failed in appraising the 
other’s strength of purpose. Accordingly the officials of both the Union 
and the Confederacy prepared only for a struggle of a few months’ dura- 
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tion. The first year of conflict was carried forward in the belief that t»,<. 
war would soon be over. 

As these hopes failed to materialize, both sides found themselvi.ej 
greatly changed economic conditions. By the spring of 1862 tmur. 
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the North could give credit to its free labor system, farm machinery, the 
Erie Canal, and its trunk line east-west railroads. 

As the war progressed, the North was destined to suffer one particuarly 
damaging blow to its economic resources—the loss of its merchant marine 
tonnage to foreign ownership. Tliis came about as a result of the success 
of rebel raiders on the Atlantic. Two of these, the Florida and the Alabama, 
were built in English yards and were manned with English seamen. They 
were the first steam vessels to be used as commerce destroyers. While 
fast clipper ships under a favoring breeze could give the Alabama a 
real race, in the end sail could not keep up with steam. Consequently 
Captain Semmes of the Alabama was able to destroy some twenty northern 
merchantmen in a single trip across the Atlantic. 

The effect of this Confederate success at sea was immediate. No shipper 
would risk a cargo under the American flag, except in the direst emer¬ 
gency. As a consequence, northern shipping men faced a Devil’s choice- 
idle ships or sale to foreign registry. Many followed the latter course and 
a surge of transfers took place, This was a damaging blow that the Ala¬ 
bama struck. Seldom, if ever, in all naval history has one ship wrought 
so much damage. “For the time being, the stars and stripes vanished from 
the Eastern seas. Our ships could procure no cargoes. . . . Many of these 
vessels were sold to foreigners at one-half or one-third their cost. ... Al¬ 
together in the four years of the war we lost to alien flags 751,595 tons of 
shipping, or nearly one-third of our entire fleet registered for deep sea 
carrying.” • 

Distressing as were these losses in ocean transportation, we more than 
made good on land. The war years constituted a period of golden harvest 
for our fledgling railroads. Extraordinary traffic movements put them 
years ahead financially. Profit-making became general during critical 
years of growth. Dividends were paid by roads that except for the war 
might have disintegrated into streaks of rust across great open spaces. 

The outstanding factor in this prosperity was the movement of grain 
and meats from the Midwest to consuming centers of the East and to 
Atlantic ports. This gave the long east-west railroads a chance to fatten 
up. The New York Central, the Erie, the Pennsylvania, and the Baltimore 
& Ohio did a great business. For many railroads business increased 100 
per cent during the war. While freight rates tended downward, profits 
went up in dazzling figures. The price of Erie stock rose within three 
years from 17 to 126Ji and in the same period that of the Hudson River 
Railroad went from 31/2 to 164. Railroad securities, which had formerly 
been regarded as symbols of the wildest kind of speculation, became 
highly rated investments. 
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Spectacular battles between rival capital erouDs for ff... l i 
railroad i>ro[Krtles occurred during these years® OuBtandtag arSS^^i^ 
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have no rival as a trafiEc center for prairie products and as the metropolis 
of the west. 

One of the most significant events of the war years was the passage 
of the Homestead Act by Congress in 1862. This was for all practical pur¬ 
poses a procedure for subsidizing western settlement. Any citizen over 21 
could secure a holding of 160 acres by residing on it for five years and 
paying certain nominal fees. With such a lodestone to draw them, land- 
starved workmen from the British Isles and Europe continued to come in 
on every ship. 

Added stimulus to this continued western migration was given by new 
discoveries of precious metals in the Far West. In 1859 the rich gold and 
silver of the Comstock Lode was opened up in what later became Nevada, 
and Virginia City sprang into being. Gold was also uncovered in Colo¬ 
rado, Idaho, and Montana. These events caused a furor of interest through¬ 
out the North and even in England. Hectic promotions of mining enter¬ 
prises went on in all large cities of the East. 

Even as the great armies of the North and South were locked in critical 
combat, pioneers of the Midwest pushed on to the mountains as miners 
and settlers. It was really an extensive migration. One traveler in 1863 
coming back east from Colorado over the Kansas road reported that he 
had met an average of 500 wagons a day forging westward. In the year 
1864 some 75,000 persons passed through Omaha on their way to the mines 
and new western communities. Thus the Civil War years saw the active 
settlement of that area later to become the Rocky Mountain States of 
Montana, Idaho, Nevada, and Colorado. 

In the East, meanwhile, war demands for goods had greatly stimulated 
mdusby. This expansion was fostered by another and more enduring 
orce. In the campaign of 1860 the Republicans had stressed the protec¬ 
tive tmff and because of the absence of Democratic senators after the 
secession, they were able to pass the Morrill Bill in February, 1861. 
^though moderate in its increases of duties, it was interpreted as a victory 
for the principle of protection. In the preceding decade southern states- 
men had succeeded in having average duties reduced to the lowest levels 
smre 1815. The Morrill Tariff was amended in 1862 and 1864. All in all 
^ties were substantially increased. The protectionists were definitely in 


Ihe infant industry to respond most lustily to the stimulus of the new 
arifl WM that of iron and steel. During the war production was concen- 
fl e m New York, New Jersey, and Pennsylvania, with Pittsburgh 
occupying the leading position. Crucible steelmaking reaUy got under 
way as we commenced turning out uniform quality in small quantities. 
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We began to satisfy our own needs in Iron rails, which went from 205 nnn 
tons in 1860 to 356,000 tons in 1865. There were in addition durinS 
years two other significant “firsts.” The Bessemer process was trild and 
Acre came upon an unsuspecting Industry one who was to dominate I 
for pracbcaUy the remainder of the centuiy-Andrew Carneeie 
In the war years other manufacturing Industries, except that of produc 
mg cotton cloth, also went into new high levels of activity, “The Lpetus 
to produchon given by the Civil War increased the number of estaWist 
ments 79.6 per cent during the decade of the 'sixties, and the number of 

SstotyT‘ advances made in any decade of 

sensational war activities was that of making woolen 
cloth. When Ae war broke out, the North only had uniforms for an anny 
of about 3^00 men. By 1864 some one million had been mobilized.^o 

mammoth task. Every manufacturer of woolen 
cloth and everyone who thought he could make cloth was pressed into 
^ce. As a result, harassed, overburdened members of the Quarter¬ 
master Generals Department were frequently victimized by unskillful 
and unscrupulous manufacturers. There were many profiteers who made 
aristoCTaSJ.^™™® inferior cloth. They became known as the “shoddy 
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Completely out of control, oil was drenching the countryside at an esti¬ 
mated rate of 3000 barrels per day. A milling crowd thronged the site. 
Then disaster struck. The flow ignited and the fires of Hell seemed to be 
belching from the earth. Many people were killed or burned. Finally the 
fire was smothered and oil men could draw breath and take stock. In the 
fall, on nearby farms, other gushers came in including the Empire and 
Phillips number 2, both with over 3000 barrels per day. It was impossible 
to store the output and only a small portion was saved. This astonishing 
production drove the price of oil down from $10 to 10^ per barrel. To 
remedy this situation, the Oil Creek Association was formed. Production 
was restricted and minimum prices established. Thus did the industry 
cope with a problem which was to dog it recurrently for many years. 

Operating conditions were incredible. Nature had been overbountiful— 
she had delivered too much and too soon. Our equipment was inadequate 
and our handling procedures primitive. The worst problem was that of 
transportation. At the outset there was no railroad into the oil fields. A 
great deal of the product was taken out by barges which descended Oil 
Creek to the Allegheny River and thence floated down to Pittsburgh. Oil 
Creek, however, was a waterway of thin and straggling volume, a fact 
which gave rise to one of the strangest practices in our industrial history. 
This was the "pond freshet” method of oil transportation. 

A multitude of small barges would be loaded with wooden barrels of 
oil at the wells along Oil Creek. In the meantime on the stream's upper 
reaches a series of lumbermill dams would be closed to store up a supply 
of water. At an agreed time all these dams would suddenly be thrown 
open, and a roaring torrent of floodwater would come tearing down Oil 
Creek. At its approach the loaded barges would be cut loose. The sw irlin g 
waters would sweep away the fleet of barges in a tumbling mass like 
logs in a timber jam. Sweating, swearing helmsmen strove mightily to 
prevent collision or grounding on rocks. It was a chaotic maelstrom of 
barges and barrels. The greater part of the fleet would be borne through 
to the Allegheny. The rest would be scattered over the landscape around 
Oil Creek in a wreckage which looked as though a hurricane had struck. 
The cost as measured in oil, barges, and whiskey was excessive, 

A saner but slower practice was to cart barrels of oil twenty-five miles 
to the railroads, This system at one time employed some 6000 teams of 
horses, pulling wagons loaded with five or six barrels each. Hauling 
charges ran between $2 and $5 per barrel. In 1862 the transportation 
problem was solved when Thomas Struthers and others built the Oil Creek 
Railroad to connect the Philadelphia and Erie with the fields at Titusville. 
Then in 1865 Samud Van Syckle built Qvr first oil pipe line. It was five 
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miles in length. This pipe line was later the occasion 
whose business it threatened to ruin. 

It is an interesting coincidence that upon this scene 1 
two of the great leaders of modern industry, Andr< 
Oil Creek and together with associates took up son 
Dame Fortune smiled and Carnegie gathered a Sul 
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portly multiply many times as he came to dominatr 
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major industry. In the year 1860 we produced some 500,000 barrels of 
petroleum. An export market was developed, and in the first quarter of 
1862 the port of New York alone exported some 1,500,000 gallons of rock- 
oil products. “No article of commerce has in so short a period of time ever 
made such rapid strides into the first ranks of valuable earth products 
as this.” ® 

The suddenness with which this occurred is striking. Within the decade 
ending in 1864, Kier had worked out his refining process, Drake had 
drilled the first well, and his followers had brought in the initial flush 
production. Securely in our hands was the key to one of nature’s richest 
treasurehouses. We knew where to get oil, we had learned how to refine it, 
and we had the people of the world as customers. It had taken long years 
to build the coal industry, centuries to fprge that in iron and steel, yet with 
oil, an industry with a future second to none was bom almost overnight. 
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CIVIL WAR FINANCE 


Jay Cooke, Bond Drives, and Greenbacks 


Ihbee main developments characterized the record 
of federal finance during the Civil War. Each was to have an important 
bearing on the country’s business for years to come. First, Congress took 
the ill-fated step of causing the Treasury to issue legal tender notes, later 
known as greenbacks, which set off a spiral of inflation. Next, the govern¬ 
ment embarked upon a program of heavy borrowing from our people 
through the agency of national war bond drives. Finally the National Bank 
Act was passed in 1863, establishing for the first time a uniform, compre¬ 
hensive, national paper currency. Each of these projects developed from 
the necessities of war. Their direct consequences affected every phase of 
our econojmic life. 

The principal financial burden of government through the Civil War 
was carried by Salmon P. Chase, Secretary of the Treasury from March, 
1861, to July, 1864. He had been a power in Ohio politics and his appoint¬ 
ment was regarded as political recognition of that important area of Re¬ 
publicanism. He had little or no financial experience. As a nation we seem 
to go about these things in an Alice-Through-the-Looking-Glass manner. 

1 “ amateur agriculturist was 

p aced in charge, not of the Department of Agriculture, but of the Treasury. 

When Chase assumed his responsibilities in Lincoln’s cabinet, bis life 
was destined to be full of a number of things. After war broke out, he 
ace mounting expenses, a bare cupboard, and government credit in poor 
condition. When sorely in need of funds in May, 1861, Chase was able 
to sell barely $7,310,000 of an offering of $9,000,000 six per cent bonds, 
and these only at a heavy discount, at prices ranging from 85 to 93. Not 
a veiy stimulating experience for the man who was expected to pay the 
woe war , already assuming proportions in the hundreds of millions. 

i6o 
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In undertaking this role of a financial Atlas, Chase was not to find him¬ 
self deserted in his hour of need. There was one who was not only willing 
to assist him but who had few inhibitions about pressing his aid upon the 
new Secretary. This was Jay Cooke, Philadelphia banker, a man of keen 
pinrij broad financial experience, and an aggressive temperament. Prior 
to the war he had advanced money to his brother, Henry Cooke, who ran 
a small newspaper in Ohio which had given important political support 
to Chase. In doing this, he may not have been entirely unmindful of 
favorable eventualities. When Chase assumed office, we find Jay writing 
to Brother Henry as follows under date of March 1, 1861: “I see Chase 
is in the Treasury and now what is to be done? Can’t you sell out the paper 
and open a banking house in Washington and be something respectable?” ‘ 

The pressure of war expenses forced Congress by August of 1881 to 
take some moderate steps in authorizing emergency financial mea'sures and 
in providing new tax revenues. It was up to Chase, of course, to raise the 
needed money. As later in World War II, the fattest looking turkeys were 
the big banks. Accordingly, Chase, Jay Cooke, and John J. Cisco, Assist¬ 
ant Treasurer in New York City, went a-gunning with the members of 
the New York Chamber of Commerce as beaters. The result was that a syn¬ 
dicate of New York, Boston, and Philadelphia banks agreed to advance 
the Treasury $50 million at once with the possibility of taking two more 
installments for a total of $150 million. The burden was distributed in 
ratio to banking capital, amounting to 70 per cent for New York, 20 per 
cent for Boston, and 10 per cent for Philadelphia. 

These advances were to be repaid from the public sale of a particular 
Issue of notes, of a class which was to become one of the principal instru¬ 
ments of war finance. These were the “three-year seven-thirties.” That is, 
fliey were payable in three years with Interest at the rate of 7.3 per cent 
per annum. It is said that Chase arrived at this odd figure by allowing for 
interest on a $100 bond at the rate of 2^! per day for 365 days. A character¬ 
istic of the investment market during those years was that these three-year 
notes carried a higher income return than long-term bonds. 

Jay Cooke was promptly appointed a Treasury agent for selling “seven- 
thirties.” A selling commission of % to 16 of 1 per cent was allowed him. 
At this point Cooke began to show his particular genius. He was a bond 
salesman without peer. With only a small allowance for advertising, he 
was able to secure widespread support from the press. Brother Henry 
traveled and pulled the doorbells of country banks. For those days, it was 
a program of aggressive and successful salesmanship. It impressed Chase 
and stmck the public imagination. 

While this selling campaign was going on, Secretary Chase and the 
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leading banks were getting into each other's hair, Chase, in what some 
considered a too-literal interpretation of his powers, took the position that 
the Treasury could sell its notes or bonds only against payment of actual 
coin. At the same time he was paying government creditors with de¬ 
mand notes which circulated generally. Banks were caught in a tide rip. 
They began to lose coin and collect paper. This condition was further 
aggravated by public lack of confidence. The timid commenced to hoard 
specie. By January of 1862 the banks of the North possessed only $87 
million of specie to support liabilities of $459 million.* 

In order to relieve this situation, bank men suggested a procedure 
somewhat analogous to the one we have since come to follow. Instead of 
transferring specie to pay for bonds, they proposed that the deposits 
arising from government borrowings be allowed to stay with the banks 
until actuaUy used. The Treasury could then draw checks upon these 
balances, such checks to be paid by the bank in its own notes. This prac¬ 
tice, the bank men claimed, would preserve the integrity of their specie 
reserves. But Chase stuck to his guns and insisted upon coin on the barrel¬ 
head. Faced with this loss of specie to the Treasury and apprehensive 
of public hoarding, the New York banks on December 30,1861, took the 
lead in suspending specie payments. All banks and the government itself 
speedily followed suit. The Treasury, however, continued to pay in gold 
the interest on its bond obligations. 

The simplest problems of wartime finance are difficult enough but dur¬ 
ing 1861 and 1862 the situation was rendered infinitely complex by the 
politkal confusion which prevailed. The usual “short-war” hope dominated 
peopes minds. Congress could not summon the courage to levy taxes 
cominensurate with the extraordinary expenditure of funds. This fact de- 
terre people from buying government bonds. Expenses were mounting 
as a grea.t army was mobilized and equipped. Confronted with inadequate 
ax receipts, Congress simply had to find something to use for money. 
Soldiers must be paid, clothed, and fed. 

The statesmen on Capitol Hill follpwed the line of least resistance. 

Chase authority to issue a small quantity of demand notes 
m XHbl m order to pay government biUs, Congress went completely over- 
“trIf if 1862. It authorized ffie issuance of legal-tender notes, 
greCT a s. This paper bore no interest and carried no pledge as to time 
rfii 1* was declared legal tender for all debts except customs 

dues and interest on government bonds. The step was a crucial one. The 
.1 ^ ^ up on that serious concomitant of warfare—inflation of 

rising prices. For a time these new notes were convert- 
six per cent bonds, the interest and principal of which were 
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payable in gold. But in the end all semblance of specie support or definite 
redemption was withdrawn. 

Before the tap was turned off in 1864, the Treasury had pumped more 
than $430 million of legal tenders into our monetary supply. As measured 
in gold, these notes promptly depreciated. In February of 1862 the paper 
dollar was worth only 98<jt, gradually sagging to reach a low of 39^ in 
August, 1864. Consequently prices rose so that from a base of 100 in 
i860., they had spiraled upward to 216.8 in 1865. “The total effect of 
paper issues in increasing the cost of the war has been estimated at be¬ 
tween $528 million and $600 million; even this large amount is small when 
compared with the burdens which inflated prices placed upon the whole 
people in the ordinary relations of trade and industry.” ® 

After the suspension of specie payments and the first issue of green¬ 
backs, confusion reigned in ofiicial minds. There was none, however, in 
Jay Cooke’s. He was determined to turn his relationship with Chase into 
a paying business. Accordingly he opened a banking house in Washington, 
placing Brother Henry and Harris C. Fahnestock, a Harrisburg banker, 
in immediate command, subject to Cooke’s careful supervision from Phila¬ 
delphia. Henry Cooke dashed in and out of Chase’s sanctum as though it 
were simply another department of the banking house. Jay, the Magnifi¬ 
cent, lavished hospitality upon Chase and his family. 

On the other hand, it must be admitted that Cooke was making good. 
His confidence, resourcefulness, and knowledge of investment banking 
gave Chase a real prop in his time of trial. Cooke’s aggressive methods 
and early success in selling the seven-thirties were extraordinarily stimu¬ 
lating to a man engulfed in money demands. In spite of all this, one ques¬ 
tions whether Jay Cooke was quite prepared for the full flowering of 
their friendship which occurred about this time. On February 7th the 
Secretary of the Treasury wrote: * 

My DEAR Cooxe; 

I congratulate you on the rise of your seven thirties. And now I want to be a 
borrower myself. Will you lend me $2000 In the shape of your draft on New 
York? If so please send it to me immediately. I want it to pay on account of a 
store I am rebuilding on Katie’s property in Cincinnati. 

Your friend, 

S. P. Chase 

Harvest time for Jay Cooke came in 1862-1863. Chase had long wanted 
to avoid reliance on the banks for Treasury financing. Accordingly in 
October, 1862, he offered Jay Cooke, as an individual, a general agency 
for a country-wide sale of the “five-twenties”—i,e., 6 per cent twenty-year 
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bonds, noncallable for five years. What he had in mind was a war bon^ 
drive such as those with which we are familiar today. In 1862 this x» 
financial pioneering. Cooke's job was to sell these bonds in small lots tJZ 
butcher, the baker, and the candlestick maker. As general agent of tho 
Treasury, Jay Cooke gradually built an organization of some 2500 sut 
agents in all parts of the North. Their selling efforts were supported bv 
a pubbcity campaign in the newspapers such as the nation had never seen 
Paid advertisements at small cost were used to stimulate publication of 

hw^taent five-twenties as an 

inyestment. Unlike our present-day policy of selling government bonds 

without commissions Cooke received at first If and then % of 1 per cent 

In the meanwhile odier events were transpiring to contribute to the 
success of Chase's war loan drive. Public confidence in military victory 

DeouSTr^' to levy taxes in realistic amounts. OuH 

E thT'® “ J increased taxation in their keen desire to 

fevTed U o'"'' " federal income tax was 

a vear thp brackets, with an income of over $5,000 

a year, the rate was 10 per cent. ‘ v , u 

L*!" ‘’“t ™ ““ *<"8 of sold. a. the 

"five liiZnfip ” ' ° greenbacks into circulation. Interest on the 

™ ^ advertistag ‘At the 

SZ ^ y'oM o'=oof eight per^eent per 

mrLdi^'Sl!"’’™' "f 

ae “• *■“> tine might be described 

ta *“* ““'Sh to keep up u,i,h the sdesi By 

of *5“ -fnion had been murketed end 

become the most ** j premium on fte open market. Jay Cooke had 

h egm. the most pubhomed private oitteu of the North. 

was aS f^t o/w f”t '>>0 o«Poore. of ym 

sage of the Nationa] B** constructive importance. This was pas¬ 
sive ^ "> oontpX- 

local as sas r 

wartime finance gave him i,,'. J desired. The exigencies of 
rency secured hv on opportunity. He proposed a national cur- 

ncy secured by government bonds. Tddng huge ^nnts of bonds out 
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of the floating supply would greatly improve and stabilize the public 
market. One hand washed the other most effectively. 

That Chase and others should be concerned about the old currency 
system of notes issued by state banks is not to be wondered at. Consider 
for a moment the conditions which prevailed before the adoption of the 
National Banking Act. Final payment for goods and services was usually 
made with bank bills or notes. These were issued by some 1496 different 
banks, incorporated under the laws of twenty-nine separate states. “In 
some states die bill-holder was secured by the daily redemption of notes 
in the principal city; in others by the pledge of State stocks; and in others 
by coin reserves. There were State banks with branches, independent 
banks, free banks, banks organized under a general law, and banks with 
special charters,” ® 

A concern doing a national business might be paid in any one of 7000 
diff erent kinds of notes. Of these, “over 3000 varieties of altered notes were 
afloat, 1700 varieties of spurious notes, and over 800 varieties of imita¬ 
tions, making more than 5500 varieties of fraudulent notes, . . .” ’ The 
exchange rates between various cities and banks were frequently wide and 
highly erratic. It was not unusual to find a 10 per cent differential. All 
of this, of course, was a burden on business and greatly increased the 
cost of transactions. 

Accordingly in 1863 Lincoln approved the National Banking Act, In 
essence it provided that a bank could deposit federal bonds with the 
Treasurer of the United States and receive 90 per cent of their market 
value in uniform circulating notes. Such notes were receivable for all 
government dues except customs. As amended in 1864 it was provided 
that banks must arrange to redeem circulation in leading cities. Also, un¬ 
der certain restrictions, the Secretary of the Treasury might use selected 
banks as depositories of U. S. funds. 

Acceptance of the new system was slow at first, but when in 1865 a 
10 per cent tax was authorized on state bank issues, the change-over was 
made effective. The use of local bank notes ceased entirely. In spite of 
all its faults, the old system had performed yeoman service. From the time 
of Hamilton to the Civil War, as the country was growing in separate com¬ 
munities, bank notes had constituted the principal medium of exchange. 
Once the individual states developed into one integral business com¬ 
munity through improved systems of communication, the local bank note 
became obsolete. We were doing business as a nation. We needed a 
medium of exchange in keeping with our new stature. This we secured 
through the new national bank notes. 

Up to this point we have limited our attention to conditions in the 
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North. How were our southern cousins doincj? The anQwpr i-u 
having a devil of a time. They employed ^the usual method^nf''^® 
financing as did the North-taxes. iLl and pape7mrev Th. 
difference was that in the South taxes and loaL yielded' 
n^g. Tt. Confed«.tes, fterefo«, Wt ol* ^2 
device—printing-press money. ^ 

The blockade started their financial problems Th#» i , 

purchase. In Richmongl a rHr.«L c ^ dollar would 

$100 in currency. At the end hotel cost nearly 

would subscribe for twSJv vet 

bales of cotton Then th^ anx ^ ^ ^ bonds and make payment in 

amount of tL wout b^e “ possession o/T large 

England. The blockadA /1o • a position to negotiate directly with 
With tbp tK ^ r ! consummation to this plan 
^ r' stranglAoId, a ..end achem. 

In European financial drelc T^*’ “^ned considerable notoriety 
of Paris „d ‘’“’'“t Enril. Erlangri 

States 8 per cent bonds tifn px, million Confederate 

were o&Ld Zu^L^^'^: *he Erlanger loan. These 

and Frankfort. ^ ondon, Liverpool, Paris, Amsterdam, 

federate LttL*^fn*N^w oSm at ®" ^®"' 

exercised either bv blooVarIp i sixpence per pound, which might be 
With cotton selZttl ‘he peace, 

speculators. After the initial^ + 1 .^ shillings, this attracted many 
disappeared slowly. Sales triclded^aTon?f purchasing interest 

pnee continued to dron in r months. The market 

Mason to sustain it. Pinallv i?h ° efforts by Confederate Agent 

The South had shot its last round*n”ft°k'^'°l** *h® was a failure. 
We recall the forecast bv battlefield of finance and had lost. 

orecast by southern statesmen, before the outbreak of 
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hostilities, that tlie denial of cotton to England would bring that great 
nation to her knees. Instead the South itself was wrecked by the northern 
blockade. Once our ships took station off Charleston, Savannah, and New 
Orleans, we had a strangle hold around the neck of the Confederacy. 
The importance of this is often forgotten as tales of bloody battles are told. 

Again, as in the Revolution and the War of 1812, the merchant marine 
scored heavily. Hastily armed ships of commerce were used by the Navy 
to make its blockade effective. Sea power was once more to prove its 
basic control. In a manner of speaking, the success of the North was fore¬ 
ordained and the doom of the Confederacy sealed in those early years 
of the new nation when the traders of the North went down to the sea 
in ships. 
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in 1865 from Grant’s slug¬ 
ging campaigns or from Lee’s disastrous last stand would have had 3 
erately good prospects of living to the end of the century. Had K 
span been thus ordered, he would have witnessed in tijse thirty five 

S^robse^r^^^ spectacular proportion^. He 

ment mountina ■ ctianging scene of continued land settle- 

ftb course of evenb were staple 
cud fex-rcacltag. the Homeelead Act of m 

of a>c wffl to wort. The doou, 

built ihouimde of tales of Sa7. ™™8»don. At the seme time we 
newly settled areas. These were th. l • .1’"’"^® Irausportation for the 
and prosperity of thp Bio c ingredients for the great growth 

But this ir^' h™?'' 

yielded up “T' ““d sLra Nevad. 

scisence brought about an silver. Applied 

material, steT33d^ 

industry proceeded anaoe tn quantities. Mechanization of 

production. ^ ^ ® constantly accelerating volume of 

petition coursed ^^^£^^11 services, com- 

wuemre m all fields of business. In the years imme- 
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diately following the war, units of industrial operation were small. A little 
capital would get a man into business on his own in almost any industry. 
It was still an era of the small businessman. But while it was easy to draw 
cards, it became increasingly diflScult to win stakes. There were too many 
players. Quite naturally, then, men sought relief from cut-throat competi¬ 
tion. Resort was had to combination 'and consolidation. Competition was 
not only frequently brought under conh-ol but at times completely stifled. 
The Age of Big Business and Trusts was launched. 

As part of this development, the Civil War veteran was to see the evo¬ 
lution of the great monarchs of modem business. He would watch as a 
silent, dear thinking, persevering produce merchant, John D. Rockefeller, 
became the czar of the oil industry. A few years later, he would be 
thrilled with the Horatio Alger story of the poverty-stricken Pittsburgh 
messenger boy, Andrew Carnegie, who, knowing nothing of steel, became 
the world’s greatest steelmaker. 

As the period progressed, our veteran was to sweat out two major panics 
and several minor ones. For the whole thirty-five years, he was to be 
bedeviled by the nation’s currency problem. He would detest the two- 
kinds-of-money system which prevailed until gold payments were resumed 
in 1879. Then in the eighties and nineties, he would become bewildered 
as the great war was fought between gold money and silver money, with 
conservative business on one side and mining and agricultural interests 
on the other. 

From a distance he was to observe sensational stookmarket buccaneer¬ 
ing as men like Drew, Gould, and Fisk fought to control, and occasionally 
scuttle, our new railroad properties. He would note with satisfaction 
that others-Vanderbilt, Hill, and Harriman-sought to build as well as 
dominate. 

Most far-reaching in its implications were the fantastic developments 
of applied science-Bell with his telephone in the seventies; Brush, Edi¬ 
son, Thomson, Houston, with electric lighting. Then came the application 
of electricity as power when the ultramicroscopic electron was harnessed 
to factory wheels and transportation vehicles. Finally in a blaze of accom¬ 
plishment there came at the end of the century the internal combustion 
®gine, the automobile, and wireless telegraphy. It was in truth an 
incredible era. 

But as the clamor of Civil War ceased and the slogging foot soldier 
turned heavy footsteps homeward, the national scene presented a striking 
contrast. The North was enjoying a war boom and its citizens were pros¬ 
perous. Their cities and homes were intact. Their railroads were in excel- 
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lent condition. Their farms yielded an abundance which overflowed Infn 
Europe. While prices were high, money seemed easy to come bv Peon ! 
^0 clothing, and luxuries. The future was bright Jith 

The South, on the contrary, was a land of devastation, Its economv had 
been garrotted. Confederate bonds and currency were worthless Cii\« 
and plantations had been seared by the actual flame of battle. Railroad, 
had been tom up and rolling stock destroyed. The people, starved by the 
constricting blockade of the war years, had little food, less dothing^and 
no money. They had suflEered the numbing bitterness of defeat. The pres 
ent was so laden with tragedy that hope itself had almost become exL' 
These were the prevailing conditions under which the returned soldier 
again took up the affairs of business or of agriculture. The one who put 

Sof,!’ confidence. 

His cousin who wearily removed a ragged gray blouse faced a grim future 

He must rebuild his world from scratch. ® mruture. 

^ economy once again took control of a united 

?t IS an 'xZ^I^r to all business. 

pLteTi T commercial progress of any period is always accel- 
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THS iFimnc MJSSSAaB *riiBai7oii. 

2rb th0 I^ir^ctora ojT ^he ^ilantic ^eltgr^ph OotMafhy. 
IfiM Yorhf 

XSnropB Kttd Amarloa ara unltad 'by tslo^rapb. 
Glory to Ood in tbo hlghMKt ; an oarib peaoa, sood 
will toward mon. 

^Signed) Diaxctom ATiiAKTia ^Tai^BasiAPB 

OOUPANTT^ GaaA.T BaivAiK. 


Her Mi^eBty deeiree to congratulate the X^resident 
upon the BuceessfUl completion of this groat inter¬ 
national work, in which the Queen has taken the 
deepest interest. _ 

A MBSSAOB FBOM TUB BUPEQIfTTJSNl>Biri7 OF 
rrilE HEWFOUHDIiANJO BIXE. 

Trinity Bay, August 16, 7 p. m.—T he message to 
the President, purporting to be from the Queen, uc- 
tdaily came over the Atraiitio cable from Valuiitiu, 
Ireland, end is unquestionably au then tie. The Pre- 
sidonPs reply will be sent as soon as reoeired. 

A« Hacray, Superintendent. 


TUB PBSSIBENT'S BBPBV. 

'Wasitxkoton City, August 16, 1863* 
JSIqfesfy Victo^Ha^ €^f Oread UrUafn / 

The Frestdcnt cordially reeiprooatcs the congraiu- 
latiouB of her Majesty the Queen on the suocesa of 
the great international enterprise, accomplished by 
the soienoe, skill and indoiixitablo energy of the two 
oountrios. It is n triumph more glorious beoauae far 
more nsclVil to mankind tban was ever won by con¬ 
queror on the field of battle. tho Atlantic Tele- 

gi*aph, under tho blessing of Heaven, prove to be a 
bond of perpetual peace and friendship between the 
kindred nations, and an instrument destined by Bi- 
vinc Providence to diffuse religion, civilization, liber¬ 
ty and law throughout the world. In this view, will 
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partner in a small firm, had acquired a fortune of some $200,000 and 
retired to take his leisure. ’ ““ 


At this point he encountered a Canadian engineer who had been pro 
moting a telegraph line across Newfoundland. Field’s imagination iinm& 
diately jumped across space like an electric spark. An Atlantic cable 
became the obsession of his life. 


Together with prominent businessmen of New York, such as Peter 
Cooper, Wilson G. Hunt, Moses Taylor, Marshall O. Roberts, and Chan- 
dler White, he organized the New York. Newfoundland & London Tele¬ 
graph Company. The idea had great imaginative appeal, and people had 
confidence in Field. A capital of $1,500,000 was subscribed. Then in Lon¬ 
don he laid siege to conservative English capitalists. Even here Field’s 
enthusiasm and obvious integrity won friends of wealth and influence, 
of £^0M Company was organized in London with a capital 


For ten years. 1855-1866, Cyrus Field fought the good fight and held 
true to his faith. In 1857 on the first attempt to lay the cable, it broke 
after almost 400 miles had been put down. Again in 1858 there occurred 
MothCT break. However, success seemed attained later that year when 
m! from Valentia in Ireland to Trinity Bay in 

Newf^ndland. After a few messages were sent, the cable went mysteri- 
ously dead. Again, heartbreaking failure I 

V the war, further attempts were held 

up. Yet Field had never a duU moment. The merchant firm bearing his 

of by some of his capital, suspended both in the panic 

S.P shoulders fell 

the responsibility of settling with creditors. 

we find him aboard the famous English steamer, 

m!! *‘**®“P* cable from Valentia, 

^d Thl** ««ble broke 

Field returned to London 

“zed a^Li English recog- 

Anvln ^ov Here was another manifestation of that grand old 

Anglo-Saxon, never-say-die spirit. ° 

ized**^Ap'AnoT*^A^*^ former backers, a new company was organ- 
pSd wa.twf rf ” Company. The esteem with which 

spite "f ^ ”>“? 

sold to the .tf sllares of tliis company were successfidly 

-f J- S. Morgm & Co. m London. 

completed Mp °° ^ 1866, the laying of the Atlantic cable was 

completed. Messages began to flow between Europe and America almost 
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instantaneously, Field and his associates were the heroes of two conti¬ 
nents. Ihe world was at his feet. Moreover he had a large profit in the 
cable shares which he had purchased. One of his first acts on returning 
to America was to pay off the creditors of Cyrus W, Field & Co. in full 
with interest at 7 per cent. 

During these years when diplomatic relations with England were 
strained, Field was an effective ambassador of good will. His success in 
getting leading businessmen of both countries to work in cooperation 
did much to break down mutual distrust. The doing of business between 
nations has always rendered the affairs of politics more prosperous. He 
won many friends in those trying years. Gladstone, the Duke of Argyll, 
[ohn Bright, Michael Faraday, Thackeray, Lady Byron, Sir Charles Bright, 
Thomas Brassey, all paid deep respect to tliis fighting Yankee and the 
cause to which he had dedicated himself. 

Later upon an anniversary of the first cable, Sir James Alexander sent 
this message to Field: “Distance has no longer anything to do with com¬ 
merce, The foreign trade of all civilized nations is now becoming only 
an extended home trade} all the old ways of commerce are changed or 
changing, creating amongst all nations a common interest in the welfare 
of each other!” ^ 



XXIL 


A PACIFIC RAILROAD 


Judah, Prophet in the Wilderness 


..i-L. . tliree years after Field had finally sue- 

ceed^ with his Atlantic cable, the spotliglit of national interest was turned 

Sof t nf in what was later to be the 

on May 10th, 1869. Leland Stanford, 
surrounded by dignitaries from all over the nation, drove the last spike 
in the tracks connecting the newly laid Central Pacific Railroad with the 
NebmLaTn^”“” Pacific, thus making one through route from Omaha, 
w^SLh California. At long last our national ambidoi; 

Mountains was breached and California was effectively tied to the Un J 
fifKnfr ceremony marking the completion of this undertaking was a 

cclorful-rivilry 

tion race- riot ° miJ location of the route; a strenuous construe- 
coolie law r w camps-Hell on Wheels, Chinese 

broke out over continued. A national scandal 

doine in hich i ° ° Pacific. There had been high finance and wrong- 

id LaS f-“de huge fortunes 
PaSwd r“°“^ The achievement of a 

Sal ' eoonomic, and 

national feelinp^f Project was a goal sought with intense 

it Hard headed stampede of private capital to undertake 

Intrlw^^ dividends Lm huge invest- 

and thunderlig h^rof b^fftkT inhabited only by Indians 

5 buffalo, Furthermore, engineers feared the con- 

174 


4 , 



A PACIFIC RAILROAD 


175 


struction problems involved in crossing the Rocky Mountains. There was 
just too much of the unknown about the whole affair. It became apparent 
that unless government financial aid was in some way secured the Pacific 
railroad would not be built. 

While there had been much talk and many projects, to the zestful 
pioneers of California must go the honor of taking jthe first practical steps. 
Modest plans for the organization of the Central Pacific Railroad were 
consummated. Credit for this was due largely to the spirit of one man 
and his fiaming faith in an idea-Theodore D. Judah. Ordinarily a thor¬ 
oughly practical and commonsense young railroad man, he became, when 
his mind got on the subject of a Pacific railroad, an irresistible force and, 
to some, an irrepressible bore. 


Judah had been called from the East to California for the purpose of 
building a short stretch of railroad from Sacramento to the placer dig¬ 
gings. After finishing this work, he began promotion of the idea which 
obsessed him. Recognizing that the vastness of a project for a Pacific 
railroad was frightening to men of capital, he reined in his imagination 
to what he thought was a slow walk and proposed in the first instance 
only to build a railroad eastward to the state border. He needed a sub¬ 
scribed capital of $115,000. To procure this he laid siege to the gold barons 
of San Francisco. These men, with a tradition of about ten years in han¬ 
dling capital, turned him down cold. “Crazy Judah” was entirely too 
wild for these conservative Forty-Niners I ' 

Back to Sacramento went Judah undismayed by his rebuff. Here he 
succeeded in rounding up twelve adherents. One night in a little room 
over a hardware store this group held a meeting that was to start an impor¬ 
tant chain of events. These men were simply smalltown merchants such 
as roight have been found in scores of other American rural centers. They 
had bufit up little stores of capital first by selling supplies to the placer 
gold miners of California and more recently by sending merchandise east¬ 
ward over the escarpment of the Sierras to the new El Dorado, the mining 
camp of Virginia City. ® 

At this meeting Judah showed himself as much of a psychologist as he 
was a promoter. Instead of urging the idea of a ti-anscontinental railroad, 
he submerged that thought in a picture of the profits which would accrue 
K ni® f businessmen if Virginia City and its lucrative trade could 

e ed to Sacramento by quick rail transportation. They understood that 
anguage and took steps to start the project. The Central Pacific Railroad 
ww launched. On it four of these pioneer traders would ride to gi-eat 

power by reason of the support they gave to 
Crazy Judah and his “Dutch Flat Swindle.” They were ColUs P. Hunting- 
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ton, Leland Stanford, Mark Hopkins, and Charles Crocker. Within twenty 
years they became, through the vision of this prophet in the vyildemesT 
emperors of an economic realm on the Pacific Coast. Judah, the prophet’ 
was to pass away without fortune, largely unhonored and definW 
unsung. ' 

While the Central Pacific was started as a 115-mile line, its future was 
radically dianged by the war. The irrepressible Judah went back East to 
Washington to lobby for government aid in financing-not the little line to 
Virginia City-but the great project to which he had dedicated himself 
a Pacific railroad. This was in 1861 after the outbreak of hostilities. And 
Judah was as good a lobbyist as he was a promoter. But now he was 
playing a different tune from the one which had charmed those Sacra¬ 
mento businessmen. In the Halls of Congress the Pacific Railroad became 
a war measure. Only by such a tie could California be made secure for 
the Union. Confederate raiders were known to be on the high seas. No 
n^er prizes could be imagined than lone ships from San Francisco heavily 
laden with gold and silv6r. ^ 


It IS doubtful that any other lobbyist has ever had such a welcome by 
Confess. Judah was not only given an office in the Capitol building but 
was designated Secretary of the Senate Committee on the Pacific Railroad, 
Uerk of the Subcommittee in the House, and soon Clerk of the regular 
House Committee on Railroads. 


was won when President Lincoln signed 
1 .| j mg or federal aid both to the Union ^Pacific which was to 

build WM^ard from Omaha and to the Central Pacific which was to build 
Sacramento. Promptly bis message sped west over the re- 

XnJ ST"? Telegraph! ^We have drawn the ele- 

plmnt. Now let us see if we can harness him up." ^ 

arv started on the Central Pacific at Sacramento in Janu- 

Ser a ^nJDecember of that year on the Union Pacific near Omaha. 
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secured the Government for its advances in the shape of government 
bonds. 

While this was extremely liberal assistance from Congress, it proved 
necessary in order to attract risk capital to carry on construction work and 
eventually to operate the roads. This was not easy. Men of means were still 
skeptical. Our expettence with roads in the Midwest and South had shown 
clearly that great open spaces do not pay dividends. It looked as though 
it would take generations to settle the vast expanses of this new and 
somewhat forbidding country. Prospective contractors asked themselves 
what would be the value of the securities offered in payment. Would there 
be enough traffic even to pay interest on the first mortgage bonds? How¬ 
ever the prospect of large profits should the projects succeed was suffi¬ 
ciently attractive to tempt a few persons into putting up the nucleus of 
capital needed to get construction started and the government subsidy 
into operation. ^ 

The arrangements by which the construction of these roads was under¬ 
taken were typical of the times. To us they are quite incredible. It was 
common practice for small, self-serving groups of directors of a new rail¬ 
road to organize a contracting company and vote themselves a construc¬ 
tion contract. Naturally the terms would be so arranged that the principals 
did not stand to lose. This procedure was followed by both the Central 
Pacific and Union Pacific. 

In the case of the Union Pacific, the first such step was taken under 
the direction of Dr. Thomas C. Durant, its Vice President, when in the 
fall of 1864 a contract was let to an employee of the railroad, one Herbert 
M. Hoxie. The latter agreed to subscribe for one million dollars of stock 
in the railroad and contracted to construct 247 miles of track for which 
he was to be paid at the rate of $50,000 a mile. A few days later the real 
principals were disclosed when Hoxie transferred this contract to a group 
of five partner-contractors, the first four of whom were directors of the 
railroad-Dr. Durant, Cornelius Bushnell, C. A. Lombard, H. S. McComb, 
and H. W. Gray. 

Ihis tight little mutual benefit society now became concerned about 
their personal liability under the contract. They decided to incorporate. 
Ur. Durant, the moving spirit, had secured control of a company with a 
Pennsylvania charter of unique flexibility-the Pennsylvania Fiscal 
gency. Apparently they felt that such a name was not high sounding 
enough for the high finance which was planned. Even the English lan- 
page seemed inadequate. The old corporation now appeared with a silk 
hatand a waxed moustache-the Credit Mobilier of America. 

ihese promoters subscribed to the stock of Credit Mobilier in the 
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^ount of $1,600,000 a figure which was shortly increased to $25000nn 
Then outstanding stock of Union Pacific was acquired by Credit 2?' 
and distributed to its stockholders so that to a large degree slckhSr 
of the two companies were identical. Crfedit Mobilie® guaranteefft* 
0 the Hoxfe contract anti for thi, wat endUed to rtdt 
all the payments which were to be made in cash or securities as tRa j 
bed w« g«ded and toach Wd. In the meant, nte woT™ 

rAe'iSr!” 8«”S» P^hecI their railhead tent-town. 

In order to reinforce the financial resources of the Credit Mobilier new 
blood was now brought in, some of which bv no stretoli nf fl**® • 
tion could be called anemic. Oakes Ames. Sidney DillonI and RoXnfc' 
M^h^fe ^stockholders in both the Union Pacific and the Credit 

W M Ames, a Congressman 

from Ma.ssachusetts, was a member of the House Committee for the Pacific 

immediate^°* 7'u role in the company he 

immediate y challenged the leader.,hip of Dr. Durant and becam7the 

of the cSmp^ti^l'ed” « “cZ 
thf> X/ U'l* 1 ^ right to subsenbo to $1000 in new stock of 

t -o«gage" ?d" 

they mid out compimely!” ” *°“8*'* M >Me of this oSor that 

hetween pnncipri construction contract was executed 
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nearly 8000 men were employed and 10,000 animals in use. Over favorable 
territory the road was advanced as much as seven miles per day. 

In the meantime the Central Pacific, in spite of e.\trnordinary difficul¬ 
ties, was forging its line eastward to meet the Union Pacific. Unfortunately, 
Judah, the practical railroad builder, had resigned at an early period,' 
having differed violently with the Sacramento merchants over'^tlieir at¬ 
tempts to realize huge construction profits. One serious problem was the 
matter of surmounting the sharp western slope of the Sierra Nevada. An- 
odier which beset them constantly was an inadequate supply of labor. 
The contractors building the Central Pacific did not have the sources of 
manpower to draw upon that were available on the other side of the Rocky 
Mountains. In desperation they tried Chinese coolies who were to bo found 
reworking old placer diggings or raising garden vegetables. The result 
was astonishing. The monosyllabic little yellow men, weighing not over 
120 pounds, could keep well abrea.st of the brawny laborers of Celtic and 
Anglo-Saxon lineage. 


After the Control Pacific had surmounted the SiciTas, the construction 
race with the Union Pacific wa.s on in earnest. Each was striving to collect 
the utmost in government subsidy which, of course, was allotted on the 
basis of miles completed. Suiwey parties were sent far in advance of prac¬ 
tical necessities in order to bluff the other road into believing that work 
was going on at a terrific pace. As the two railheads drew near their ad¬ 
vance gangs worked in dose proximity and the rivalry at times became 
somewhat keen. The laborers of the Union Pacific were mostly burly, 
hard-drinking, two-fisted Irishmen. Their contempt for the little Chinese 
of the Central Pacific was boundless. In the give and take of this rough- 
and-tumble competition there would be occasions when big boulders 
would come tumbling mysteriously down mountainsides upon congested 
gangs of Irish workmen. Muttering sulphurous oaths, the Irish would 
scatter inadly. At other times, charges of dynamite would be secretly im¬ 
planted m the embankments on which the placid, unsuspecting Orientals 
were laboring Suddenly the eartli would shudder and the sky would be 
with ballast, boulders, wheelbarrows, and blue-clad “China boys” 
domg slew-motion cartwhec'ls in mid-air. Good clean fun-until the Chi¬ 
nese replied in kind and tried it on the Iriiih. 

railroads were completed in 1869, and a through route to 
acific was in operation, the results surprised even the long-faithful 
e evers in the project. A large volume of both freight and passenger 
usmess built up rapidly. There was no overland competition and rates 

1869 H^QO^^en” ®*rmings went from $2,031,000 in 

to $3,921,000 m 1871 and to $6,451,000 in 1875.® Population along 
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the route grew apace; that of Utah doubled and that of Nebraska iucreasP,! 
almost fourfold in tlie ten years from 1870 to 1880. The Pacific railJJ 
was making a great contribution to the growth of the nation 
mile moneyed groups in the East had been cold to the promotion of 
the Union Pacific, once its success was established there were manv will 
mg to share it Various eastern railroads and capitalists began a scramb^l' 
for control of Union Pacific. In 1871 Pennsylvania Railroad interests we 
dominant and the redoubtable Thomas A. Scott became Presidenf nni! 

Pacia. Then ,n im Her.ce A. Clark of the lX sSmS 
gan Southern secured control and served as President until succeeded 
V &dn^ DiUon. Uter that nroh-specnlator and ntarket utilT 
Jay Goulds ^rured enough stock to put him In undisputed coL..? 

200,000 shares at a large profit. 

Such changes of management were bad for the operation of the road 
There were some other developments .however, which were worse. These 
were the scandals which subsequently broke out over the large profits 

reerl^o stockholders of Credit Mobilier and the relatioLhfp be- 
tween the company and certain high-placed federal officials. As to the 

0^ thought. An inves- 

S f !l. ^ undertaken there was much uncertaintv 

it’iLrltCdd ^ railroad and if completed 
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been brought home to cfaVf..! A concrete manner it had 
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Ortunately his enthusiasm ran away with his judgment In the con- 
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gressional investigations of 1872-73 it was shown that Oakes Ames had 
secretly sold Credit Mobilier stock to members of Congress and other high 
federal officials upon an unusually attractive basis. He had placed it with 
those who were in a position to foster the relationship between govern¬ 
ment on the one hand and Credit Mobilier on the other. In explaining this 
he is said to have remarked: “I have found there is no difficulty in induc¬ 
ing men to look after their bwn property.” ® As a result of the investigation, 
scandal developed which for some years was to shake the seats of the 
mighty in Washington. There was undoubtedly wrongdoing in hi^ places. 
Several members of Congress and a Vice President were implicated. 

In spite of these unfortunate developments, the public at large rejoiced 
in the achievement of a completed railroad to the Pacific Coast. This met 
with the same national acclaim that had been accorded the Erie Canal 
some forty-odd years before. New and exciting frontiers had been opened 
to enable the “course of Empire” to continue its westward way. 
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Chicago, Midwest Metropolis 
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construction of the Great Northern by James J. Hill. Having settled in the 
frontier town of St. Paul in the 1850’s, Hill was soon acting as a shipping 
agent for the principal freight route to the outside world—river traffic down 
the Mississippi to St. Louis. By 1865, growing with the Twin Cities, he 
had acquired a small transportation business of his own, sending horse- 
drawn wagons on the overland trip from St. Paul to the Red River, whence 
flat boats carried his cargoes down to Winnipeg. He soon became con¬ 
vinced that this Red River Valley offered great prospects for development. 
From freight wagons to freight trains was a natural transition. 

The panic of 1873 made possible Hill’s start as a railroad magnate. When 
Jay Cooke and his Northern Pacific failed in that year, a subsidiary, the 
St. Paul & Pacific, also collapsed. This road had an ill-chosen group of 
rights of way through the State of Minnesota. Inspired by his faitli in the 
future of the Red River country, Hill was seized with the idea of utilizing 
this line as the nucleus of a system to foster the expansion of the Northwest. 
If successful, the road might eventually be extended to the Pacific Coast. 
He decided that the,first step in this program would be to buy the St. Paul 
& Pacific. Thus do depressions create opportunity for men of courage. 

There was little isolationism in the West of that day. The principal 
financing of the St. Paul & Pacific had been done by Dutch bankers of 
Amsterdam. Likewise when Hill sought to raise capital for his plan of 
purchase, he turned to Canada and England. His partner in the freight 
business, Norman W. Kittson, was an agent of the Hudson’s Bay Company. 
Through him Hill enlisted the assistance of Donald A. Smith (later Lord 
Strathcona), Chief Commissioner of the Hudson’s Bay Company in the 
Northwest, who hoped to enlarge the growing trade between Canada and 
the United States through this Red River artery. Then George Stephen 
(later Lord Mountstephen), President of the Bank of Montreal, became 
a partner. 

This group led by Hill bought out the Dutch interests giving bonds and 
preferred stock in a new company. Hill and Kittson personally assumed the 
obligation to pay interest on the bonds as well as to provide the company 
with more capital. They staked everything they had and were regarded 
in St. Paul as two good men gone wrong. Of this transaction Hill later re¬ 
marked, Altogetlier, I would estimate the cash liability incurred by us 
at between four and five million dollars.” ^ From the outset they were suc¬ 
cessful in the operation of the property which, in 1879, became known 
as the St. Paul, Minneapolis, and Manitoba Railroad Company. The forty- 
four million dollar debt of the original company had been eliminated and 
the new company launched with a capitalization of sixteen million in bonds 
and fifteen million in stock. 
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Hiis was an effective start for Hill. He threw the whole weight nf K- 
mazing energy and ability into building up his railroad. It maS m! 
from tlie start. In a short time he learned the cs.sentials of sound raTl j 
operation. But Hill was not content with his first conouest hS 
of a fabulous growth for his beloved Northwest. I* would buM 
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competition a new project could prosper if practically conceived, con¬ 
servatively financed, and capably managed. 

As Hill and others of his breed expanded our railroad system, agricul¬ 
tural growth multiplied. Taken together, the two constituted the most 
dynamic elements in our economy. From 1860 to 1910 something over 
300 millions of acres of improved lands were added to the nation’s total. 
The number of our farms increased from 2 million to 6 million. Splen¬ 
did advances were made in agricultural machinery, notable among which 
was the invention of the twine binder in 1878 by J. F. Appleby. We were 
not only adding more acres but were making all land more productive. 
Between 1860 and 1910 wheat production went from 173 million bushels 
a year to around 700 million. Even more impressive was the growth in 
wheat exports, which expanded from 4 million bushels in 1860 to well over 
102 million in 1900. Our grain farmers were participating actively in world 
trade. A mounting volume of all agricultural exports enabled us to sustain 
a substantial increase in the importation of manufactured goods and pay 
the interest on growing amounts of foreign capital. From a national stand¬ 
point the opening of this new West was a paying business. 

Another phase of this great western expansion was particularly colorful. 
This was the cattle business, with its vast ranch domains, two-gun cow¬ 
boys, broncobusters, rustlers, roundups, rodeos, and “necktie parties’’—all 
that dramatic color which still keeps the western movie popular. 

It had its origin in Texas where herds of wild cattle, descendants of 
animals brought to Mexico by early conquistadors, roamed the plains. 
Shortly after the Civil War the practice grew of taking these Texas cattle 
north to the richer grazing areas of Kansas, Nebraska, and Montana. Thus 
many pounds of beef were added to the animals before they were shipped 
to market. Hence arose the famous “Long Drive’’ by which each year 
hundreds of thousands of Texas cattle were herded north, by handfuls of 
picked cowboys, to fatten on the open ranges. 

The active period of the Long Drive was from 1870 to 1888. The move¬ 
ment of cattle was large. In 1871 over 600,000 head crossed the Red River 
headed north. In 1884 a count showed that 825,000 head had passed a 
given point within a ninety-day period. Loading these animals on the 
railroads for sale in Kansas City and Chicago brought into activity the cow 
towns with their great corrals of milling cattle and their hell-roaring 
saloons and gambling halls. Such were Abilene, Newton, and Dodge City, 
Kansas; Ogalalla, Nebraska; and later Miles City and Glendive in Montana. 

As part of this process ranches were established in the central and 
northern sections of the open range in order to prolong the period of 
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fattening the cattle. Here were enacted lusty .scenes when each sprine anH 

fall Ae ranch cowpunchers would round up, brand, and ship cattle Lm 

the beginning it was a rough, two-fisted, he-man’s life. Emerson 

quotes a letter received by a ranch owner living in the East from his fni 
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marketing beef. This was the development in the late seventies of a com¬ 
mercially practicable refrigerated railroad car by Gustavus Swift, Chicago 
packer, and his Boston engineer. Chase, For some years before, experi¬ 
ments had been made in shipping dressed beef in boxcars which were 
cooled by piles of ice at each end. The results were encouraging. Then 
Chase and Swift brought to bear on the problem one of the basic rules in 
physics—cold air is heavier than hot and tends to fall and displace the latter. 
Why not, therefore, put ice at the top of the box cars and, as the cold air 
drops, permit the displaced warm air to escape through ventilators. Others 
were experimenting along the same general lines. The process proved 
practical. “Thus a simple application of elementary physics changed the 
age-old occupation of slaughtering from a local into an international 
business.” * Even before this development in railroad cars, slaughterers of 
beef were installing refrigerating equipment in their plants, following the 
commercial development of ammonia cooling devices in about 1860. 
Artificial ice-making equipment appeared in the late seventies. 

This evolution in the age-old practice of beef slaughtering posed new 
problems. The railroads refused to build refrigerator cars. To them it looked 
more profitable to haul live steers from Ogalalla to New York than to ship 
the live steers to Chicago and from there eastward to transport about half 
the original weight in dressed beef. Furthermore refrigerator cars were 
expensive to construct and operate. As a result the big packers built and 
operated their own. In a few years they had sizable fleets of new 
refrigerator cars, icing stations, and terminal cold-storage warehouses. 
Thereafter ocean steamships and foreign depots were similarly equipped. 
This put the large packing concerns in an impregnable position, as small 
slaughterers could not secure capital for equipment on such a vast scale. 
Public resistance to “cold-storage” beef gradually disappeared and the 
nation watched its meat business gravitate into the hands of the large pack¬ 
ing companies of Chicago and Kansas City. 

An industry of hundreds of small local slaughterers changed within 
a few years to one dominated by the “Big Four.” Those were days of busi¬ 
ness concentration but seldom had it progressed so rapidly. The “Beef 
Tmst” became at once a social ogre and a political issue. The cattle men 
of the West who were forced to sell to this handful of large corporations 
blamed the “Beef Tnist” for low prices. The public became incensed at 
high-handed metliods. There was something disturbing in this particular 
evolution of business whereby within a few years a small group of large 
corporations won control of the distribution of an essential food product. 
The quickening of public opinion on this score was one of the forces which 
led to the enactment of the Sherman Antitmst Act in 1890. 
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As the meat-packing industry helped to build the great i 
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ing brushes, and an air blast to screen the refactory middlings and recover 
more flour. 

Success was immediate. This technique ensured the supremacy of 
spring wheat as the finest breadmaking flour in the world. The middlings, 
formerly the main source of trouble, now became the chief reason for the 
superiority of the product. Minneapolis mills at once lent all their energies 
to market "New Process” flour. Within a few years another basic change 
in their practice was made—chilled-iron rollers in place of millstones, which 
had .served without change almost from the beginning of time. Public 
acceptance of the new flour was excellent, and the production of spring 
wheat spread like wildfire. Minneapolis became the greatest flour-milling 
center of the world. Production jumped from about 200,000 barrels in 1870 
to nearly 7 million in 1890." 

As we look back on these years we see that as the new railroads fanned 
out over the prairies, settlement followed and production mounted. Grain, 
beef, and pork in huge quantities were sent to feed city dwellers of the 
East and Europe. This was a great commerce. In turn it bred great in¬ 
dustry. The center of American business moved westward, and western 
business was pushed to the far comers of the world. Of all the economic 
developments of the period this expanding importance of the Midwest 
is one of the most striking. 

The hub of this explosive growth was that sprawling, brawling rail 
crossroads at the foot of Lake Michigan—Chicago. Its growth epitomized 
that of the whole West. Chicago became the business metropolis for the 
Mississippi Valley and Rocky Mountains as New York City had become for 
the nation at large. The reason for this lay in its position as a rail center. 
Most western roads ran to or connected with this one-time trading post 
on the Chicago River. In the early seventies as many as thirteen trunk 
lines led into the city. From practically all points of the compass these 
roads poured in a wealth of produce. Small wonder that between 1870 
and 1900 Chicago’s population grew some 468 per cent. 

In the whirl of Chicago business the center of interest was the Wheat 
Pit—the trading room of the Chicago Board of Trade. Here it was that the 
new wealth of the West came to market. From the Canadian border to 
Texas, farmers small and big looked to the Wheat Pit for the grain prices 
which each year spelled success or failure. As went these prices, so went 
the cost of bread to people in the East and in Europe. By the price of wheat 
manufacturers in the East gauged the buying power of the million of con¬ 
sumers in the West. 

The Wheat Pit was the scene of hectic orgies of gambling. Fortunes 
were won or lost in a few hours. Men of great wealth set the stahes high. 
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Armour, Letter, Cudahy, “Old Hutch,” and many others sat in on the 
game. At times the eyes of the world would be turned on the Wheat Pit 
as millions of dollars hung on the fluctuating price of wheat. One of the 
most skillful traders was old P. D. Annour who was wont to disclaim the 
importance of his operations on the Board of Trade. He once put off 
persistent newspaper reporter with the remark: “Why, I'm iust ahutoC 
trying to go to heaven.” • 

On a memorable occasion in 1897 Joseph Letter bought heavily of wheat 
until It was said that he had contracted for some thirty-five 
bushels. It was reported that he was hying to comer the market, later to 
sell at his own prices. Armour had offered to join him in this adventure but 
Leiter rejected his cooperation. In November v^rhen Leiter thought his 
success asmred, it appeared that there was a large short interest owned bv 
Armour. The duel of giants was on. Leiter, the bull, was buying for 
a nse. Armour, the bear, was selling for a decline. The jackpot ran into 
nulhons. Annour and other bears held back deliveries until December 
when at their instance all the wheat in the world seemed to converge on 
Chicago at once. Then as a final coup. Armour chartered a fleet of boats 
to keep the haAor of Duluth open and thus assure a flood of unexpected 
late deliveries. This was the last straw on Leiter’s straining back. tS price 
of wheat broke. Armour had won. Leiter lost over nine million dollars and 
It ^s Armours banks that took over the wreckage. 

Underfv,ir«n speculation were only the froth on the brew. 
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ing third in the nation. When J. P. Morgan created that gigantic steel 
combination, the United States Steel Corporation, Elbert H. Gary, a 
Chicago lawyer, became its head. Chicago banks were large and well 
managed. With its central location and extensive rail connections, farmers 
of the prairies, ranchers of the foot hills, and miners of the Rockies, all 
found this city a convenient crossroads at which to do business. The indus¬ 
trial West was an electric, dynamic component of our economy. The 
atmosphere sparkled with expanding enterprise, bright hopes, and con¬ 
fidence in an assured destiny. 

So much for the manufacturer and merchant. The farmer’s status was 
somewhat different. From the Civil War to the end of the century the long¬ 
term trend of grain prices was downward. He faced recurrent scourges, 
drought, and grasshoppers. In many years he did poorly. Then along 
would come a short crop in Europe and all would seem rosy. This farmer- 
settler did his own thinking and during these years it was not always 
marked with complacency. 

If there are those who believe he looked with a benign and grateful 
eye upon the railroads that served him, let them make another guess. 
Within a very few years farmers developed a pronounced anti-railroad 
point of view. This was quite natural. The railroad was the only means the 
western farmer had of getting his produce to market, whereas those settlers 
who farmed in the East or in the Mississippi Valley usually had a choice 
between water and rail transportation. The western farmer, therefore, 
came to feel that he was in the hands of a monopoly and that railroad 
freight rates were an unjust tax on his product. 

This attitude made for the success of the so-called “granger” movement, 
which left a very decided stamp on the course of social and political 
events. The “grange” was a local organization of farmers which operated 
within a loosely-chawn state and national system. At times its work was 
semi-secret, It provided the farmer not only with a social outlet but also 
with a means of organizing to seek relief from his economic problems. In 
tile eai-ly seventies there were granges in all but four states. 

Grange activities to better the lot of the farmer took two main lines. 
First, all kinds of cooperatives were tried, and there was even an attempt 
to make agricultural machinery, The second and more successful method 
was a drive on the railroads for reduction of rates and regulation of rate¬ 
setting. This latter activity brought the granges much public attention and 
by it the "granger” movement is generally known. It contributed to the 
creation of regulatory commissions in several western states. Yet even 
more important was its influence in securing the passage of the Interstate 
Commerce Act and the establishment of federal railroad regulation. 
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The precarious economic position of the western farmer also foster«l 
another so-called liberal movement. As troubled years and falliner 
prices Fe«ed upon him he found difficulty in paying for goods and eS 
ment. He needed more money. Quite naturally, he translated that into« 
national necessityj the country needed more money. As we shall 86^1.! 
went out po^ically for paper money and expanded currency. In a woixl 
he became the country s greatest inflationist. He was also not afraid to 
throw his weight around. In consequence this easy-money farmer was to 

eep Congress, banking, and business in a constant state of uncertainty 
down to the. end of the century. uncertainty 
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An Adventure in Monopoly 


I HE pattern of California’s economy has been a 
rlianging one. Under Mexican rule the main occupation was raising horses 
and cattle on vast ranches ruled by feudal hacenderos. Hides were the 
principal export. Then, from about the time California was ceded to the 
United States in 1848 until late in the 1850’s, the gold fever raged, Next, as 
settlers took up fertile acres in the great central valley, wheat production 
became the most important activity. An active trade with China was 
developed. Chinese immigrants and merchandise arrived to give San Fran¬ 
cisco a touch of the Orient in its cosmopolitan make-up. In 1873 the first 
seedless orange was imported from Brazil, and thenceforward fruitgrow¬ 
ing took hold rapidly. Finally, in the twentieth century came the discovery 
of rich oil fields and the garish effulgence of the movie industry. Quite a 
panorama of change since the devout friar, Junipero Serra, founded his 
chain of missions along that sundrenched Pacific Coast at the time thirteen 
little colonies on the Atlantic Coast were setting up a new nation. 

While the completion of the Pacific railroad served a great purpose both 
for the nation and for California, its blessings, especially for the citizens of 
that state, were not unmixed. The four men who, after Judah, were respon¬ 
sible for the building of the Central Pacific were projected into positions 
of power unparalleled elsewhere in the countiy. They acquired a monopoly 
of the transportation of the State and thus could levy tribute on each of its 
citizens. Within a few years they dominated not only the railroads, but also 
river routes, transpacific shipping, and terminal facilities. The small busi¬ 
nessmen of Sacramento had become the Big Four of California—Hunting- 
ton, Stanford, Crocker, and Hopkins. 

From the early seventies until the turn of the century the history of 
business in California revolves around the struggle between its citizens and 

*93 
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the Big Four. It was a battle which raged over a wide front from f,.^- u 
rates to political power. No holds were barred and no quarter^giren 
Even before Ae completion of the Central Pacific, these four Sacrament 
merchants had become enthusiastic railroad men. Theodore D. JudTta 
selling Aem the idea of a Pacific railroad had made converts of no 
ardor. Turning Aeir attention to intrastate traffic, they bought Lo S 
^k-town railroads-the California Central and ’the Lc3ntT v £ 
TO Aese as a nucleus they began the constmction of two new roalrthe 
CaMomia and Oregon which went north up the Sacramento Valley ’and 
Ae San Joaqum which ran south through the vallev of that namo ^ 
w«e shortly to evolve into thitoos. prSwotd 
strumentto come into the hands of the Big Four-Ae great Southern Pacific 
ai road. In 1^869 Aey acquired the important California Steam Navigation 
Company which gave them control of the principal inland waterwav taffic 
between San Francisco, Stockton, and Sacl-amento. ^ ° 
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Fearing the effects of further cut-throat competition, the Pacific Mail 
made peace on humiliating terms which left the Big Four in a dominant 
position. They now ruled a business empire more comprehensive than any¬ 
thing we were later to see in the East. Roclcefeller and Carnegie both 
reigned supreme in their respective industries, but here was a whole state 
paying tribute directly or indirectly to four men. 

Nor was this power so exercised as to endear them to their fellow man. 
Freight rates were set on the principle of charging all that the traffic would 
bear. It was alleged that at times their railroad agents went so far as to ex¬ 
amine the books of shippers to determine whether rates could not be 
raised another notch. As they kept tightening the screws public opinion 
grew increasingly incensed. The “Octopus” came to be thoroughly hated 
by wheat farmers, fruit growers, merchants, and exporters. 

Commercial interests of the State began to fight back. Businessmen of 
San Francisco became the leaders of the opposition. Traditionally they had 
never thought much of these upstarts from Sacramento who had gained 
such a big jump on them by building the Central Pacific. Accordingly, a 
group of leading merchants organized their own steamship line to bring 
goods from New York to San Francisco by way of Cape Horn. The Big 
Four answered the challenge, and a vicious rate war started. At one time 
water charges dropped so low that freight could be moved from Kansas 
City by rail to New York and then by steamship to San Francisco cheaper 
than by direct rail from Kansas City to San Francisco. 

Then the embattled merchants and shippers formed the Traffic Associa¬ 
tion of California. This revolt of businessmen against the railroad mo¬ 
nopoly gradually gained force. Their most effective weapon was the use 
of independent ocean shipping. The Central Pacific and the Southern 
Pacific lost a lot of business. Finally it became apparent to the Big Four 
that the revolt would never be quelled by coercion. Peace was accepted 
as the better way, and during the 1890’s freight rates were drastically re¬ 
duced. Independent shipping interests and small businessmen had de¬ 
feated one of the most alarming attempts at monopoly that the country 
has seen. 

In the 1870’s fireworks of a spectacular variety were again set off in the 
mining field. They were provided by the discovery of the great bonanzas 
at Virginia City. Lying over the state border about 300 miles east of San 
Francisco, this riotous mining camp drew its men, capital, and sustenance 
from California. In return came a fantastic flood of both gold and silver 
for a brief five years. Then almost as quickly as it had been opened the 
fabulous ore body petered out. The booming mining camp became a ghost 
city. 
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H^d-boiled, underground miners are accustomed to refer to t, 
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ants. Shares bought one day at 25<i might shortly be bid up to $50 or $100. 
The nation had never before witnessed such hectic public gambling. 
“Timmy,” a popular bartender at Jim Flood’s Auction Lunch, starting from 
scratch built up a fortune of $250,000 on tips from customers whose moods 
became confiding after a few drinks of mellow whiskey. 

In this, as in other great speculative orgies, people lost all touch with 
reality, liie more preposterous a venture was, fbe more it attracted a fol¬ 
lowing. In 1873, for example, two mysterious prospectors showed up in 
San Francisco with a bag of diamonds that they claimed had been mined 
at diggings of fabulous richness in an inaccessible part of Arizona. Men 
literally fought for the privilege of being allowed to buy an interest in 
these new diamond mines. Finally twenty-five of the city’s leading citizens 
were selected for the inestimable privilege of subscribing a large sum of 
money. Then suddenly after these knowing capitalists had gotten them¬ 
selves well out on the end of the limb, the balloon was punctured and the 
fake exposed. The specimen stones were diamonds all right-but they had 
come from a dealer’s vault in England. 

Naturally mob insanity of this kind was bound to leave a trail of 
wrecked humanity behind. These ruined speculators, many of whom had 
once been prosperous, haunted the notorious Pauper Alley in San Fran¬ 
cisco. There, over an occasional glass of beer in cheap saloons, they hoped 
to get the final tip that would put them back in the game, on the road to 
fortune. Among them were many women known along Pauper Alley as 
“Mud Hens.” Their male counterparts were “Dead Ducks,” 

In spite of this tumult of speculative fever in the 1870’s and the long 
rate war with the railroads, the basic economy of the State forged steadily 
ahead. Shipments of grain from the central valley, directed by San Fran¬ 
cisco merchants, were each year raced to Liverpool in fine-lined clippers 
from our East Coast or in iron sailing craft built on the Clyde. Coastal com¬ 
merce grew rapidly. Streams of new settlers poured in by ship and over 
the Central Pacific and the Southern Pacific. Fruit crops were multiplied. 
Small industries sprang up. There was dynamic growth in the air, tempered 
in the people by a strain of dolce far niente. This was truly a country of the 
more abundant life. 
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A Thirty Years' War (1866-1896) 
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For the western farmer a large part of the difacully lay in the fact that 
he had become involved in international trade. During the Civil War we 
had substantially increased our shipments of grain to England. As the 
new railroads magically touched the great prairies into production, this 
tide of exports rapidly expanded. We became the greatest contributor to 
the world’s grain market. It was a helpful thing in balancing our foreign 
payments. It did not work out so well for the farmer. His income came to 
depend upon a world price structure. Unfortunately for him, as the years 
of this period advanced, heavy shipments of grain from hitherto remote 
foreign sources began to come to the world marketplace. New railroads 
were also tapping producing areas in Hungary, Russia, Argentina, and 
Canada. “Prices, in short, which rose almost continuously throughout the 
world during the period of slack production from 1858 to 1873, receded 
almost as continuously in the ensuing generation." * 

Our grain growers were caught in an economic downdraught. While 
they might increase their own production, the return for this effort tended 
to be steadily less. It was this price squeeze of worldwide leverage which 
largely fostered the idea that the only thing wrong was that the country 
did not have enough money, 

The sharp alignment of forces upon currency questions began to take 
shape shortly after the cessation of hostilities. During the war years we 
had issued some $400 million of greenbacks and currency in circulation 
had increased about twO-thirds. After the war the question arose of retir¬ 
ing these greenbacks. It was generally assumed that, being in the nature 
of emergency war issues, tliey would be redeemed as promptly as our 
income would permit. However when the business disturbances of 1866- 
1867 occurred, the “more inoney” people mobilized and forced Congress 
to abandon the retirement principle. This was the first victory for the 
inflationists and it was made to stick. Thenceforward for years the country 
was to continue with greenbacks outstanding in amounts varying between 
$346 and $882 million. Considering our resources and productive output 
that was a sizable degree of inflation. Nevertheless this triumph did not 
satisfy those who looked upon more money as a panacea, They began to 
press for an increase in the issue of greenbacks or legal tender notes. For 
some time this attack seemed to be making headway but in 1874 President 
Grant checked the drive with a courageous veto. 

The most irritating thorn in the flesh of the fanner was the gold payment 
provision of our government bonds. His viewpoint was understandable. 
Domestic business was being done with an inflated paper currency. Green¬ 
backs constituted a large part of the farmers money. On the other hand 
bondholders, among whom were large eastern banks and foreign investors. 
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were paid their interest in gold. In the years right after the war the mW 
dollar was worth anywhere from $1.40 to $1.47 in greenbacks. When 
farmer cogitated on this difference, he not only saw red, he saw colors 
way beyond the ordinary spectrum. 

Moreover some bond issues of war years were put out under acts which 
while specifying that intere.st should be paid in coin, were not dS 
about the payment of principal. Quite naturally the farmer believed that 
if he were forced to accept payment for his grain in greenbacks, the holders 
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had been sold down the river to the banks, eastern plutocrats, and sinister 
foreign interests, 

Finally this unrest in the agricultural areas became so strong that a 
political party was formed to carry the torch. The Greenback, or National 
Party, was supported by more than a million votes in the Congressional 
elections of 1878. The new party opposed resumption of specie payments; 
advocated more greenbacks; proposed the elimination of bank notes; and 
was against the sale of gold bonds in foreign markets. Its members sought 
a non-exportable currency. 

In the light of these pronounced currents of feeling, it is interesting to 
note the circumstances which permitted passage of the Resumption Act in 
1875. The paper money issue cut across both parties. Even with a strong 
Republican majority in Congress the hard money people had not been 
able to restore to our paper currency free convertibility into gold. Along 
came the panic of '73. Smarting under this suffering, our people took it 
out on Congress, repudiated the Republican members, and elected a 
Democratic majority to both Houses in 1874. Then, before the new mem¬ 
bers were seated, the “lameduck” Republicans, having nothing to lose 
politically, passed the Resumption Act of 1875. It was a dea&bed re¬ 
pentance. 

This bill provided that four years later, on January 1,1879, the Secretary 
of the Treasury should “redeem in coin the U. S. legal tender notes then 
outstanding on their presentation for redemption.’’ But the inflationists had 
not been completely worsted. In their zeal to maintain large circulation, 
they had been able to force into the Act a provision that was later to give 
serious trouble. This was the condition that when legal lender was re¬ 
deemed by paying out coin the greenbacks so received were not to be 
cancelled but were to be reissued in the normal process of government 
spending. 

At this stage the Thirty Years’ War really got under way. It was fortu¬ 
nate for the cause of the anti-inflationists that John Sherman, brother of 
Gen. William Tecumseh Sherman, had been made Secretary of the Treas¬ 
ury in March 1877. As a general in the cause of sound money John Sherman 
waged a distinguished and courageous campaign. He held firmly for 
resumption and aggressively built up a gold reserve. In spite of public 
clamor for repudiation he declared for payment of the principal of govern¬ 
ment bonds in gold. 

The inflationist campaign then took a major shift. A new and tempting 
line of attack appeared. Paper' money was largely forgotten. Free coinage 
of silver became the weapon with which they would beat down the bloated 
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bondholders and subjugate the gold money men, This campaign gathered 
strength gradually and very nearly succeeded. 

Various events were contributing to the inflationists’ cause-occurrences 
which once again indicated the delicale interrelation between widely 
separate elements of a worldwide economic system. In 1871 Germany had 
adopted the gold standard and b<igan to .soil old silver coin as bullion, In 
1873 the countries of the Latin Monetary Union placed a limitation on the 
coinage of legal tender silver. Meanwhile, apparently as unrelated as 
something on Mars, way off in the high Sierras two adventurous minm 
from Erin, Jack Mackay and Jim Fair, tunnelled into a treasure house of 
silver—the Comstock Lode. 

As a result of these factors the supply of silver on the world market was 
greatly increased while that of gold was declining slightly. The traditional 
commercial ratio of about IHH to 1 was completely changed and began to 
fluctuate in the neighborhood of 18 to 1, With this decline in the price of 
silver its position in the United States was fundamentally altered. Silver 
was now worth more if coined into dollars at the former statutory ratio 
of 16 to 1 than when sold u.s bullion in world markets. A revision of the 
coinage laws in 1873 had inadvertently dropped the provision for pninm g 
silver dollars, an action which was overlooked until the price of silver 
fell. When the inflationists and silver producers woke up to this situation, 
a great clamor arose. The oini.ssion of provision for coining silver dollars 
became "Hie Crime of 1873.” Henceforward the inflationists and silver 
men of the Far West had a common caiis<3—the restoration of free coinage 
of silver at the ratio of 16 to 1. Under such a program the nation would he 
given more money and the silver miners assured of a better market and 
higher price for their product. 

These allies won tlieir first battle. In 1878 Congress, over the veto of 
President Hayes, passed the Bland-Allison Act. This authorized the Treas¬ 
ury to purcliase $2 million to $4 million worth of silver bullion each 
month at market prices. Silver thus ucc|uire(l was to be coined into silver 
dollars. Silver certificates in denofninations of not less than $10 could be 
issued against the deposit of such coin. In the twelve years of this author¬ 
ity some 378 million silver dollars wore issuud. 

While this was considered a groat victory by the inflationists, the silver 
dollars were not popular with our people. Bank.s balked at settlements 
between themselves in this medium. Individuals complained of the silver 
dollar’s bulk. Much of the coin found its way back to the Treasury, 

In spite of this first success for the silver men Secretary Sherman pressed 
forward relentlessly to accumulate gold. By January 1,1879, the date that 
resumption was to become effective, he had built up a reserve in gold 
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equal to 40 per cent of the Treasury’s outstanding paper. The law did not 
define the proper reserve; Sherman simply followed the practice of the 
Bank of England. As the final date approached the differential between 
gold and paper disappeared. Resumption of specie payment for paper 
currency became effective without incident. Practically none of the legal 
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tenders were presented for exchange into gold. The forces for sound money 
had successfully established a beachhead. But they were not yet secure. 

Now the scene crosses the Atlantic. About six months later, on a Sunday 
early in July, supported by the solemn ritual of the Established Church, 
the Archbishop of Canterbury arose and asked the prayers of the nation 
for fair weather. What conceivable connection could this have had with 
Secretary Sherman, gold payments, and the American inflationists? It had 
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a direct bearing. The adverse condition of England's weather just ab 
saved the day for our recently restored gold payments. ^ 

The early months of 1879 had seen a sharp slackening of business aotivitv 
in America. English interests were selling their holdings of American se 
curities. These conditions alarmed our businessmen as probably forecast 
ing heavy exports of gold. Since resumption, people could, of course, take 
greenbacks to the Treasury and demand gold which could then be 
ported. It began to look as though our struggle to sustain these resuJi 
specie payments would be a nip-and-tuck battle. There was danger that 
the Bank of England might become the ultimate recipient of the precious 
gold reserve of $133 million which Sherman had accumulated. 

Then nature intervened. England and the continent got the worst mess 
of cold, rainy weather imaginable in the late spring and early summer of 
1879. Some crops were reduced by over 50 per cent. On our side of the 
Atlantic, however, the sun shone bright on the prairies. The wheat crop 
was the largest we had yet produced. Tlie price went up 40<« a bushel in 
six weeks, For a while we exported something like a million bushels a day. 
But that was not all our good luck. Nature took another slug at John Bull 
There was a partial failure of the Indian cotton crop. We shinned more 
cotton than ever before. “ 

These quirks of nature completely reversed the gold movement. England 
had to pay partly in gold for these unusually heavy shipments of wheat 
and cotton. The Treasury's gold reserve went up from a dangerous low of 
$1 0^ million in June to $157 million in September. The resumption of 
specie payments was made secure for the time being. The sound money 
people could now consolidate their victory. 

Within a few years after we had thus reestablished the convertibility 
of our paper money we were confronted with another set of financial prob- 
lems. Strangely enough these arose from the existence of a Treasury sur¬ 
plus. Most individuals have an idea that a surplus is something they would 
like to hve with for the rest of their lives. Yet the handling of a government 
surp us entails complicated problems, the solution of which may lead to 
s ^gely ramified consequences—we recall the surphus during Andrew 
Ja son s administration which gave rise to the unprecedented procedure 
of handing out a bonus to the states. 

In the 1880 s and early 1890’s the Trea.sury .surplus was responsible in a 
pea measure for a deflation of the nation's money supply. Outstanding 
bank notes went down from $344 million in 1880 to $185 million in 1890, 
inis result was wholly unintentional. To the western farmer inflationist it 
was ^sitive proof that insidious forces were striving to encompass his 
rum. or were eastern manufacturers and merchants happy about iti 
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Xhe manner in which this untoward condition arose is interesting. In 
the first place it is to be noted that the Treasury surplus of those days was 
no mere pittance. For the eleven-year period, 1880 to 1890 inclusive, the 
average annual surplus of income over expenses was almost $100 million 
out ot revenues which averaged about $367 million. Thus better than one 
dollar out of every four collected in taxes was not appropriated. 

The obvious remedy from the point of view of the Treasury would have 
been to reduce taxes. But this meant a lowering of the tariff because that 
was the principal source of revenue. To the Hepublicans such a course 
was anathema. They had nailed their banner to the protective tariff for the 
dual purpose of fostering domestic industry and protecting the wage stand¬ 
ards of American workmen. As champions of a low tariff, the Democrats 
were neither united nor effective. 

As each year during the 1880’s surplus revenue came into the Treasury 
it seemed unwise to allow this money to remain idle in government vaults. 
The effect, of course, would be to withdraw such amounts from the legiti¬ 
mate needs of the country’s business. It would lend strength to the cam¬ 
paign of the inflationists. The problem was how to get it back into 
circulation. 

Many proposals for spending were brought before Congress, such as 
increased appropriations for river and harbor improvements, coast de¬ 
fense, and restoration of the merchant marine. However, the only one 
which met with effective support from both parties was the outlay for 
pensions. This increased from about $56 million in 1880 to over $106 mil¬ 
lion in 1890. 

In spite of its embarrassment Congress refused to adjust the tariff ef¬ 
fectively and the surplus continued to mount. “In August, 1888, it was 
literally true that the Treasury’s ca.sh surplus, wholly removed from the 
use of trade, was one-fourth as large as the entire estimated sum in the 
country’s outside circulation.” ® The Treasury finally resorted to a pro¬ 
cedure which led indirectly to further money difficulties. Large amounts of 
government bonds were redeemed, far beyond ordinary sinking fund 
requirements. 

As long as bonds could be called at par, in moderate amounts, this cre¬ 
ated no difficulty. But by 1886 such bonds had practically all been retired. 
Those that remained were currently non-callable and the Treasury was 
forced to buy in the open market. Heavy purchases by Government forced 
prices upward. From 1886 to 1890 the four per cent bonds of 1907 sold 
between 123 and 130. 

These high prices for government bonds created an astonishing and 
completely unexpected situation. Under the National Banking Act of 1863 
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banks could issue banknotes only if secured by government bonds. When 
prices for such bonds went to these high levels, the banks found it profit 
able to sell bonds and retire corresponding amounts of notes, Therefore, 
as the Treasury bought bonds with the idea of putting money back into 
the business system, a contraction of currency was taking place as the 
banks sold bonds and retired banknotes. This picture of currency confo. 
sion contributed little to the equanimity of the western farmer. 

Nevertheless there was one favorable .result from the otherwise muddled 
situation. Government debt was retired at an unprecedented rate. The net 
debt was reduced from $1,996 million in 1879 to $891 million in 1890. 

In the meantime the movement for unlimited free coinage of silver was 
gaining rather than losing momentum. In 1889-1890 six new states of the 
northwest were admitted to the Union. This provided the silverites with 
additional strength in Congress, especially in the Senate. The inflationists 
were now ready for a major offensive. 

No time was lost and in July, 1890, the Sherman Silver Purchase Act was 
passed. In effect it increased the amount of silver to be purchased to the 
point where the whole American output was provided for. The Treasury 
was authorized to buy 4,500,000 ounces of silver each month and to pay 
for such purchases with new treasury notes which should constitute foil 
legal tender. 

It was in the redemption provision relating to these notes .that the silver- 
ite inflationists planted a delayed action bomb. Its effect was to cause the 
Treasury from 1892 to 1896 to teeter continually on the brink of default 
in gold payments. Rarely, if ever, has a recalcitrant Congress handed the 
Executive branch such an extremely barbed legislative porcupine! 

In seemingly innocuous words Congress gave authority to the Treasury 
to redeem these new notes in gold or silver, under a declared policy of 
maintaining a parity between die two metals. When commenting upon 
this provision later. President Cleveland wrote: “It is hardly necessary to 
say that the assertion in the Act of ‘the established policy of the United 
States to maintain the two metals at u parity’ had the effect of transferring 
the discretion of determining whether these Treasury notes should be re¬ 
deemed in gold or silver from the Secretary of the Trca.sury to the holder 
of the notes.” • 

The passage of this act taken as part of the general campaign of the infla¬ 
tionists was disturbing to businessmen and to European holders of Ameri¬ 
can securities. Obviously the silverites were gaining in their program. It 
began to look as tliough they would shortly succeed in their ultimate goal 
of unlimited silver coinage and the free use of silver in redeeming govern- 
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ment obligations payable in “coin.” Hitherto the word'“coin” had always 
been understood to mean gold. 

Events were now moving inexorably to a climax. The pressure to secure 
gold from the Treasury became greater than ever. The significance of this 
was not lost upon Treasury officials. In August of that year we find them 
taking a fateful step. The subtreasury in New York City ceased making its 
clearing house settlements in gold as it had done for years and began 
using notes instead. This move deprived the banks in that great center of 
foreign trade of a normal source of gold for commercial uses. 

These banks and their customers promptly turned the tables on the 
Treasury. They began paying government custom dues in notes instead of 
gold. Then, for such gold as was needed for export, they would present 
notes for redemption. This was not a reassuring situation. Both the sub- 
treasury and big New York banks were clinging to gold and paying each 
other in paper.“‘The first step in the depreciation of the currency had been 
made; the others followed, some of them immediately, others only after a 
lapse of a year or more, but all in a sequence marked out by inexorable 
economic law.” * 

Meanwhile events in England were building up to our disadvantage. A 
stock market panic occurred in the fall of 1890 when the great banking 
house of Baring Bros, failed. English investors began selling American 
shares in order to repatriate gold. As a result of this mounting pressure the 
Treasury’s condition continued to deteriorate. Between June, 1890, and 
June, 1893, the net gold reserve fell from $190 million to $95 million. 

In March, 1893, as Grover Cleveland went into the White House for tlie 
second time, things looked grim indeed. The Treasury notes which were 
issued to buy silver were being presented in a mounting stream for con¬ 
version into gold. A disturbing rumor spread through the community that 
the Treasury, faced with a rapidly declining gold reserve, was about to 
substitute silver for gold in its note redemptions. Then there occurred an¬ 
other instance of that strange and sensitive interrelation between ap¬ 
parently unconnected parts of the world business order. The British gov¬ 
ernment suddenly stopped the free coinage of silver in India. The world 
price of silver bullion broke: “. . . it came at a moment when public 
opinion, at least in the Eastern States, was aroused to a belief that the 
entire financial problem was associated with the coinage of silver; and it 
thus furnished one of the conti'ibutory forces which drove the commercial 
community into a state of panic.”" 

Upon taking office Cleveland had courageously demanded a repeal of 
the trouble-maldng Silver Purchase Act of 1890. Congress paid little atten¬ 
tion, however, until the panic struck in the late spring and early summer. 
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Then the House acted promptly but the Senate dawdled. It was not until 
November that the ill-conceived law was rescinded. 

In the meantime Secretary of the Treasury Carlisle was fighting a tense 
rearguard action to maintain a gold reserve and continue the convertibility 
of notes into gold. Deflated business conditions had reduced government 
revenues so that the Treasury surplus of the 1880’s had given place to a 
monthly deficit. In early 1894 the net reserve of gold in the Treasury had 
fallen below $65 million and was constantly declining. Something had to 
be done. 

Carlisle called on Congress to authorize new bond issues payable in gold 
so that they might be sold for suflScient gold to replenish the dwindling 
Treasury reserve. Congress did nothing. Dominated by the inflatio nists, 
they were playing their own game. With a large surplus of silver in the 
Treasury they were trying to force Cleveland to use the silver in redeem¬ 
ing legal tender, greenbacks. Why, they said, should we put out interest 
bearing bonds to buy gold when, without such expense, we have a world 
of spendable silver in the Treasury? 

In consequence the Treasury was forced to act under an old authority 
and twice within a period of ten months got a banking syndicate to sub¬ 
scribe in gold for 5 per cent bonds at a high premium. The net gain for 
the Treasury was little because nearly half of the subscribed gold came 
from presenting legal tender notes to the Treasury for redemption! An 
operation of almost classic humor had it not been so tragic. 

This was the climax to the fantastic system under which the Treasury 
was compelled to work. It will be recalled that under the Resumption Act, 
owing to the clamor of the inflationists, the Treasury could not cancel or 
contract legal tenders upon redemption but must reissue them in the nor¬ 
mal course of expenditures. With the Treasury gold under pressure for 
export, this constant issue and reissue of legal tenders simply acted as a 
syphon more efiectively to exhaust the Treasury gold reserve. The condi¬ 
tion had been greatly aggravated by the increased volume of legal tender 
notes pumped into circulation by the Silver Purchase Act of 1890. 

This vacuum cleaning of the Treasury vaults worked smoothly and ef¬ 
fectively. By January of 1895 some of our fellow countrymen were lending 
a helping hand. Gold was not only exported, there was domestic hoarding 
as well. In that month alone the Treasury lost $45 million worth of gold 
in redeeming legal tender notes. It was obvious that the Treasury’s supply 
was about aJl gone. Businessmen and bankers began to prepare for our 
going off gold payments and for again doing business in a depreciated 
currency. It looked as though Dame Fortune had finally decreed the 
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triumph of the inflationists and the ignominious defeat of the sound money 
men. 

If that was what the inflationists thought tliey could not have been more 
grossly mistaken. Congress continued to stall, hoping to force the Treas¬ 
ury to abandon gold payments and instead make use of the silver surplus. 
They might well have succeeded but for the fact that there was a fighting 
man in the White House. The situation called for quick action. It called 
fora man of strong will and political courage. Grover Cleveland had both. 

This crisis brought together in a common labor two of the most forceful 
characters of those Not-so-gay Nineties-President Grover Cleveland and 
J. Pierpont Morgan, head of America’s most famous banking house, J. P. 
Morgan fit Co. A meeting was suddenly called in Cleveland’s oflBce on the 
night of February 7,1895. 

The situation had become really desperate. There was just about enough 
gold left in the subtreasury in New York to last the government forty-eight 
hours. The problem was to find means of reinforcing it immediately and 
of restoring public confidence in its continued integrity. Only by so doing 
could that vicious syphon be stopped which was pumping Treasury gold 
out into the pockets of hoarders and for shipment into foreign markets. 

At this conference were the President, Secretary of the Treasury Carlisle, 
and Attorney-General Richard Olney, together with Mr. Morgan and an 
associate. After canvassing the situation Mr. Morgan presented his recom¬ 
mendation: Why not have the Treasury enter into a contract to buy gold 
coin as so much merchandise, with the understanding that a sizable part 
must come from abroad? Government bonds could be issued in payment. 
This thought was new to both Cleveland and Carlisle but both agreed 
that it was authorized by an existing statute. After some hesitation Cleve¬ 
land gave his approval. The meeting carried on into the small hours as the 
parties worked out the details of the transaction. 

Subsequent criticism by disgruntled silverite Congressmen of this con¬ 
ference with Morgan caused Cleveland at a later time to state: ‘T think 
it may here be frankly confessed that it never occurred to any of us to con¬ 
sult, in this emergency, fanners, doctors, lawyers, shoemakers or even 
statesmen. We could not escape the belief that the prospect of obtaining 
what we needed might be somewhat improved by making application to 
those whose business and surroundings qualified them intelligently to 
respond.” ® 

Following the meeting in Cleveland’s office, Morgan organized a syndi¬ 
cate which entered into a remarkable contract with the Treasury. The 
leaders of this group included the strongest interests in New York and 
London. Among them were J. P. Morgan & Co. and August Belmont & Co. 
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in New York with N. M. Rothschild & Son and J. S. Morgan & Co.inLo,. 
don. They agreed to s(‘ll the Treasury !i,OfMI,{KK) ounces of standard gold 
coin of the United Statc.s, at least one-half of which must come Lm 
abroad. Deliverjc.s were to run tm-r several nioiith.s. During this period 
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the syndicate agreed to “(.‘xert all fuiaucdal influence and make all legit 
mate efforts to protect the Treasury of the United States agaiastlbc 
withdrawals of gold pending the conipU‘te performance of the contract** 
Payment was to be made in United .State.s CJovernment 4 per cent bonds 
redeemable after thirty years. 

This transaction was completed hy June of 1895 by which time the Treas¬ 
ury had issued $62,315,400 of bonds and had received therefore $65,116,- 
2^.62 in gold coin. Tliis figured out roughly to a price of 104.5 to the 
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Treasury, or an interest cost of SiK per cent. The public offering price for 
the bonds was 112.25. The deal was later criticized on two points: that the 
Treasury was paid but a poor price for the bonds and that the syndicate 
made an inordinate profit. In this connection it may be noted that the 4 
per cent bonds were payable in “coin.” Both Cleveland and Morgan urged 
that Congress authorize a 3 per cent bond issue specifically payable in 
"gold.” Congress stubbornly refused although as Cleveland later pointed 
out this would have saved the Treasury many millions of dollars. While 
the syndicate profit, most of which went abroad, was undoubtedly large, 
it must be recalled that the risks were substantial. The Treasury position 
was still precarious and there was no telling what infiationary adventures 
a silverite Congress might undertake. Moreover the syndicate had as¬ 
sumed other responsibilities. 

The most unusual feature of the contract was the provision that the 
underwriters would utilize their influence to prevent the export of gold 
to Europe. The syndicate immediately brought into the deal all the major 
foreign exchange firms of New York, who agreed during the life of ^e 
contract not to draw on the Treasury for gold to be exported. "They pro¬ 
posed to sell in New York whatever drafts on London should be needed by 
the banking and mercantile community, and to meet the drafts in London 
through the use of their own credit on the London money market.” ® The 
anangement was in effect an attempt to control all sterling-dollar exchange 
at a &ed price. 

One naturally wonders why hardheaded men like Cleveland and Morgan 
ever abandoned their realism long enough to try such an undertaking. All 
business experience augurs against attempts to control any markets. In 
this case they had no alternative. Their backs were to the wall. If the 
Treasury had gone off gold the injury to the nation’s credit and our 
business system would have been incalculable. Accordingly they chose a 
procedure that was risky in itself but which possessed the great merit of 
gaining time. It was like administering oxygen to a patient; it could suc¬ 
ceed only if the general system of the patient could muster increased 
strength. In the end that is just the way it worked out. 

Meanwhile Cleveland and the syndicate had some bad moments. For 
a few months the exchange situation was under control and all markets 
here experienced a speculative boom. Then in July a New York concern 
kicked over the traces and started selling sterling exchange below the 
syndicate price. By shipping gold to cover these drafts they made a large 
profit. They secured their gold by the old practice of presenting legal 
tender notes to the Treasury for redemption. The fat was in the fire. 
Exchange broke. Others joined in the game of pumping gold out of the 
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Treasury. The syndicate was forced to abandon it.s attempts to control 
exchange, 

It was during tliese months of crisis in foreign exchange that an inter- 
esting incident occurred. It became important for Cleveland and Morgao 
to confer again. Another meeting in Washington would have brought the 
silverites in Congress around the President’s head like a swarm of 0 ^, 
raged hornets. By these militant but misguided zealots Morgan was con¬ 
sidered the reigning Arch-Devil of the gold forces whose sinister aim 
was to enslave the farmer and the working man. While simply to be seen 
with him was an effective means of establishing bank credit, it was on 
the other hand political suicide. Now it .so happened that Cleveland was 
a great fisherman. Accordingly he arranged a holiday on E, C. Benedict’s 
yacht, Oneida. At the same time J. P. Morgan was cruising on the 
Corsair. Strange to relate, one evening the two yachts were found by 
purest coincidence anchored alongside each other in Gardiner’s Bay in 
Long Island Sound. Cleveland and Morgan went into conference and 
the tender sensibilities of the silver Congressmen were preserved from 
outrage. 

Through late 1895 and most of 1896 a nip-and-tuck struggle continued, 
with the constructive forces gradually assuming c'ontrol. We succeeded in 
maintaining gold payments. Not only that, but we managed to put the 
Treasury in a strong position. Cleveland and Morgan could look back 
with satisfaction upon their work. The oxygen treatment administered 
during the first six months of 1895 had permitted the patient to gain 
the general strength needed for recovery. 

Another factor which contributed to restore general confidence in our 
monetary affairs was the success of the Republican party in the national 
election of 1896. The paramount issue between Bryan and McKinley 
was the silver question. Bryan demanded free coinage of silver in the 
ratio of sixteen to one. Aligned witl) him were all the groups which had 
for years been pressing for silver coinage or inflation of the currency. It 
was at the Democratic National Convention of that year that Bryan con¬ 
cluded his peroration with the celebrated words, “We shall answer their 
demands for a gold standard by saying to them: You shall not press 
down upon the brow of labor this crown of thorns. You .shall not crucify 
mankind upon a cross of gold.” 

In the campaign which ensued Republicans took direct issue on the 
basic question and declared unreservedly for the gold standard and time- 
tried currency policies. When McKinley won many people believed that 
the silver inflationists had been defeated on a clear-cut issue. In practical 
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effect this was true even though the silverites continued to mass their 
strength under the banner of free coinage. 

Against a background of generally improving economic conditions a 
conclusive victory for the sound money advocates was achieved in the 
Currency Act of 1900. Under this law gold was made the standard; other 
forms of currency were to be maintained on a parity. Silver coinage was 
stopped but Treasury silver was to be used in redeeming legal tender 
notes of 1890. A gold reserve of $150 million was established and made 
separate from the general fund. Even more important, the gold-syphon¬ 
ing tendency of legal tender resumption was curtailed by permitting con¬ 
traction of circulation, Although Bryan and his silver battalions once 
again took the field in the national election of 1900, their cause was lost. 
The Thirty Years’ War was won. The inflationists were routed. We had 
finally accepted those orthodox and conservative currency policies gen¬ 
erally known as “sound money.” 

Other events took place about this time which assisted in consolidating 
the victory and in giving it lasting effect. From 1896 onward world gold 
production increased substantially. Great mines in South Africa and de¬ 
posits in the Yukon began to pour forth huge amounts of the yellow metal. 
Application of the cyanide process added further to the supply. Concur¬ 
rently there was a worldwide increase in the general price level. Thus 
growing accumulations of monetary gold and rising prices for goods and 
commodities added to the success of the sound money system as finally 
adopted in 1900. 

That we were able to resist the pressure of-the silverites and remain on 
a gold basis during the critical months of 1895 was due in great measure 
to the courage and hard commonsense of Grover Cleveland. In later 
reporting upon his part in these trying times he ended with the following 
comment: 

I have attempted to give a detailed history of the crime charged against an 
Administration which “issued bonds of the Government in time of peace.” With¬ 
out shame and without repentance, I confess my share of the guilt; and I refuse 
to shield my accomplices in this crime who, with me, held high places in that 
Administration. And though Mr. Morgan and Mr. Belmont and scores of other 
bankers and financiers who were accessories in those transactions may be steeped 
in destructive propensities, and may be constantly busy in sinful schemes, I shall 
always recall with satisfaction and self-congratulation my collusion with them at 
a time when our country sorely needed their aid.^ 
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1873 and 1893 


iiiE businessmen who cari'ied on from the Civil Wat 
down to the opening of the twentieth century did not liuve to learn about 
booms and busts in a textbook. Their own experience was moderately full 
of such things. 

Our adjustment from n war to a ptiact^ economy, coupled with unset¬ 
tled conditions in England, brought on tm economic crisis in 1866. Next, 
after five years of hectic railroad building and general expansion, we 
were struck with the panic of 1873. Eleven years later, in 1884, business 
was thrown off balance by trouble in our sricurity markets. In 1890 eco¬ 
nomic conditions became again disturbed. Then over the next three years 
our system grew seriously inflated and wu suffered an acute depression 
starting in 1893. For about forty per cent of the time, during a period of 
thirty years, business was seriously clisturbc*d. 

The business upset of 1866 proved .short-lived. Recovery was prompt 
and the nation squared away for postwar expansion which assumed 
boom proportions witliiii a few years. The procession was led by rail¬ 
road building—particularly in the West. In the four years ending in 1872 
we had added over 25,000 miles of new truck. This created an inflated 
demand for iron and steel which was in turn reflected in many other 
industries. “There appeared to be no end to possible opportunities and 
profits in the industrial world, and new securities were created on a large 
scale, while prices of all commodities wen* vtnduly inflated.” ^ 

We poured our owti capital and much that was raised abroad Into 
these new railroad projects. Large sums were also used in developing 
new farms. A great deal of this investment had no prospect of becoming 
immediately profitable. We were heavily discounting the future. As the, 
boom psychology took control we greatly increased our imports of goods, 
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business volume expanded, and credit became inflated. The actions of 
both government and business in financial matters were characterized by 
a general laxity and recklessness. The public conscience was dulled by 
gp pnHals such as the Gold Corner of ’69, the Credit Mobilier charges, and 
by wild speculation in railway shares. The entire economic system was 
overextended. The bubble of prosperity had been blown up to the burst¬ 
ing point. 


A riNANOIAL THUNDERBOLT. 


BUBmiSION OF JAY COOKE & CO. 

A CRASH nr STOCKS. 

•TARTU270 FINANCIAL D18ABTXB—FAILUBI OF CT 
ORBAT OOVKRNMENT BANKXBS OF FBILADXL- 
PBU AND THBIB BRANCHES IN THIS CfTT A2n> 
WASHINGTON—THE NOBTHSBN PACIHO RAILEOAP 
TEHPOBABILT CRtPPLED*-TWO OTHER RAIL* 
BOAXMI EMBARRA8SE1>»FAILUBB OF WTCHA B P 
8CHEU. AND A RUN ON THE UNION TRUST CDIC< 
PANTa 

Kew-Tork, the fliiaiicial clearinN-hoiue of 
llie Republic, wee ahaken yeeterdar by the 
eospendon of Jay Cooke & Co.» one of the 
most prominent bonking firms in the conntry, 
and of Blchord SoheU and Robinson dt Boy- 
dam, wdl-known etock-brokers. The nneasi* 
ness which has been incTeaeing in monetaiy 
ciroleB during the ipast ton days c ulmin ated 
in a series of disaaters the eflbots of 
which are already felt throughout the 


News report of the event which opened the panic of 
1873 

New York Tribune, September 19, 1873 


Then on September 18, 1873, out of a sky already somewhat overcast, 
a thunderbolt struck. Trading on the New York Sto^ Exchange vsras sud¬ 
denly interrupted and from the rostrum the secretary read an announce¬ 
ment which strained credulity. The great banking house of Jay Cooke & 
Co. had suspended payment. While no one realized it at the moment, the 
panic of 1873 was on. A six-year depression had started. 

The record of Jay Cooke serves to highlight conditions leading up to 
the catastrophe. On the basis of his Civil War government bondselling, 
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his firm, Jay Cooke & Co., was widely known and liighly regarded, Cast 
ing about for opportunities after the war, he seized upon the ambitioui 
plan of financing another Pacific railroad~the Northern Pacific, While 
this project had no government bonds a.s a subsidy, such as had been 
given to the Union Pacific, Cooke believed that his talents and reputation 
would make up the deficiency. Accordingly he undertook to finance the 
construction of this route from the Groat Lakes to the Pacific. He planned 
to raise funds by selling Northern Pacific securities on a nationwide scale 
to Innumerable small investors. He appointed many agents and applied 
all the pressure he could devise. In describing Northern Pacific bonds one 
of Cooke's advertisements stated: 

The bonds are secured by n first mortgage on tlie road, its traffic and ftanchise, 
and on the entire land grant received from the Government. The rate of interest 
is seven and three tenths gold-equivalent to about eight and a quarter per cent 
currency. Believing the security to bo ample and the rate of interest satisfactory, 
we recommend these bonds as a desirable invu.stment. Holders of United States 
Five-Twenties and high priced corporate seeurities may materially i nnr p n ije both 
their principal and their interest income by exchanging for Northern Pacifies.’ 

Much to Cooke’s surprise his fellow citizens did not respond with en¬ 
thusiasm. His bond-selling scheme fell Hat. Nor was Jay Cooke, McCul¬ 
lough & Co. in London able to make a better showing. 

In the meantime construction of the Northern Pacific was being pushed 
and money had to be found to buy rail.s, pay contractors^ and acquire 
subsidiary lines. Cooke had gone all-out for what seemed to him a project 
of national destiny, entitled to support on a patriotic as well as a profit 
basis. Accordingly, when the sale of Northern Pacific bonds failed to pro¬ 
duce funds, he began to put up money from his own banking company. 
General conditions deteriorated and before long Cooke was faced with 
the alternative of repudiating the granclio.se scheme entirely and admit¬ 
ting its failure or of advancing the money of his depositors beyond the 
dictates of prudence. He chose tho latter. In ordinary times he might 
have had a chance of .succeeding. Neither lie nor most of his contempo¬ 
raries realized that the country was even then threatened by an economic 
tidal wave which was shortly to ravage our whole business structure. 

Jay Cooke was not the only one who had a hear by the tail. Other banks 
and businessmen were engaging in the same kind of speculative railroad 
promotion. Cooke simply had the biggest bear. The New York Warehouse 
and Security Company bad foresaken its regular field of operations to 
finance the Missouri, Kansas, and Texas Railroad. Kenyon, Cox & Co. of 
New York, in which the “Old Fox,” Daniel Drew, was a partner, had 
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Strayed from lie innocent hobby of stock market Juggling to endorse 
notes of the Canada Southern Railway. 

As the year 1873 advanced storm signals began to fly. Merchants and 
bankers in the port cities noted heavy increases in our imports, far be¬ 
yond normal fluctuations. Others doing business in the South and West 
found it necessary to increase credit terms from two or three months to 
six or ei^t. The fall and winter seasonal money stringency carried over 
into thelarly months of 1873. In May the city of Vienna and other conti- 
nental centers were hit with a panic. Concurrently there was an extraordi¬ 
nary derangement in international payments in Europe as the Bank of 
France and the Bank of England financed the French indemnity pay¬ 
ments to Germany. The sale of new securities in our markets became dif¬ 
ficult if not impossible. As fall approached there was an epidemic of 
defalcations and forgeries. Furthermore, those who recall the catastrophe 
of 1929 will be interested to note that at this point a famous banking 
house of London, Messrs. Glyn & Co., launched the “American Investment 

Trust”! , , . j .1 

As usual there were few people who read these signs as danger signals. 

Even the most experienced observers were deceived. In April of 1873 we 
find one commentator remarking: “Every financial man can see how 
with these safeguards a general panic is almost impossible and will con¬ 
tinue impossible as long as our banks are kept strong in reserve. 

When September arrived the tightening of money rates was accepted 
as seasonal. Then on September 8 the New York Warehouse and Security 
Company suspended payments, followed on tiie 13th by the failure of 
Kenyon, Cox & Co. At that particular moment, in commenting on the fact 
that government bonds had fallen only 3 per cent, the editor of The 
Commercial and Financial Chronicle said: In this, as in other points we 
have noted, the thoughtful man will see many gratifying indications of 
firmness and strength in the financial situation. * 

Hardly was this issue of the paper in the hands of its readers when 
there followed in quick succession: 

September 18th, the dramatic announcement on the New York Stock Ex¬ 
change that Jay Cooke & Co. had suspended payments; 

September 19th, the failure of Fisk and Hatch, a securities house; 

September 20th, the failure of Union Trust Co., National Trust Co., and 
National Bank of the Commonwealth; 

September 20th, closing of the New York Stock Exchange. 

The large New York banks bore the brunt of this financial storm. They 
were performing two functions. First, as local community banks lliey 
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extended accommodations to New York City businessmen. Second b 
cause of the dominating position of New York botli in foreign and do 
tic trade, they were acting as bankers’ banks. Under the National Ba 
Laws, New York was a "central reserve" city and its banks accepS 
deposits from and held reserves for hundreds of banks in the int*^' 
of the country. 

When trouble struck performance of the first function involved 
insurmountable difficulties. Deposits of New York City merchants we”" 
only partially depleted. On the other hand fulfillment of the second funt 
tion created a crisis of major proportions. The banks of the interior drew 
heavily on their deposits in the New York banks. This, of course, multi- 
plied the pressure on these large institutions. In consequence the reserved 
of the New York Clearing House banks fell from $80 million in August 
1873, to $53 million in September. From the middle of September to the 
middle of October they lost 22 per cent of the dcpo.sit.s of individuals, 39 
per cent of the deposits of other banks, and 65 per cent of their reserves, 
The efiects permeated into almost every comiminity. Yet we gained somes 
thing in experience. We became aware of the lack of flexibility and co¬ 
hesion in our banking system. It was this cxperienco coupled with others 
later which promoted the adoption of the Federal Reserve System 

Defensive measures taken by the New York banks showed cool judg¬ 
ment and courageous teamwork. Had tliey not so acted the whole bank¬ 
ing system might easily have come tumbling down. The first step was the 
decision by the New York Clearing House to issue certificates to its 
meinbers. Essentially this involved pooling resources in a common cause 
on the theory that the strong must support the weak in order to prevent 
the gradual collapse of the wliolc .system. A committee of five bankers 
accordingly was appointed to accept the deposit of securities and bills 
rec^va e rom m'ember bank.s‘ and to is.sue clearing house certificates 
for 75 per cent of the value of the bills receivable or 100 per cent of the 
pw value of bonds depo.sitecl. Thus by pledging certain assets and paying 
m erest at 7 per cent a incmbcir bank could secure clearing house certifi¬ 
cates which might be used to pay balances owed to other members. 
During the next few months cortificati'.s aggregating around $27 million 
were issued. The committee was given the further power to a.ssess mem¬ 
bers tor egal tender notes in order to equalize bank reserves and to permit 

which a nin wa.s threatened. 

IS p an successfully dealt with the situation in New York, yet it did 
no s op me flow of withdrawals by the interior. Consequently the New 
or an were forced to adopt a measure of partial suspension. Country 
banks were denied currency withdrawals but an individual depositor 
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could go to the cashier’s window of a New York bank in person and 
secure cash. 

The crisis in its financial aspects was quickly over. By November of 
1873 the Loan Committee of the New York Clearing House was able to 
discontinue the emergency measures. Their plan of concerted action, 
pooling of reserves, and use of temporary clearing house certificates had 
proven itself. It was to be utilized subsequently whenever a financial 
storm broke. 

In business, however, the depression was severe and long enduring. 
Both agriculture and labor suffered extensively and in 1877 we experi¬ 
enced serious railroad labor riots, “This long depression was marked 
by tens of thousands of failures, the default of more than a hundred 
railroads, a collapse of prices and appalling poverty and misery.” ® 

The condition lasted in varying degrees of severity until 1879 when, 
after resuming specie payments, we were blessed with a heavy demand 
for our grain by England and Europe. Business picked up briskly on all 
fronts. We had several years of excellent prosperity until 1884, when 
trouble developed out of a clear sky. Europe suddenly began to sell 
American securities and claim gold. This action may have been fostered 
by a decline in our volume of general business after five years of pros¬ 
perity. In any event, gold shipments to Europe for March and April, 
1884, totaled over $33 million. Then in May the stockmarket broke wide 
open. The securities firm of Grant and Ward suspended. This event at¬ 
tracted more than usual interest because former President Grant was a 
victim. He had embarked in a business for which he was ill-equipped and 
in which he was forced to rely on the judgment of others. This panic was 
mostly financial. General business did not suffer as in 1873. 

The crisis of 1890 was also largely confined to the security markets 
where for a time its effects were severe. The years 1885 through 1889 
had been good and the volume of ti'ade in 1890 was high. We had ex¬ 
cellent crops in 1889 whereas those in Europe were poor. But a specula¬ 
tive boom began to develop in 1890. Our markets were reflecting those 
in London where a positive orgy of speculation was in progress. 

It was during these years (1885-1890) that England may be said to 
have discovered the Argentine. With the banking firm of Baring Bros, 
acting as the bellwether, heavy investments were made in that country. 
Suddenly nature threw an economic monkey wrench into this pretty 
scheme of things. The 1889 wheat crop in Argentina was a failure. Un¬ 
fortunately the momentum of speculative fever in London was so great 
that this warning was brushed aside and the final surge of Argentine 
speculation swept forward until November, 1890. Then, almost over- 
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night, fear of the Argentine situation seized the collective attention of 
British business and the securities of that South American country be¬ 
came questionable collateral. Baring Bros., regarded in England almost 
as an impregnable institution, like Gibraltar and afternoon tea, failed 
with liabilities of about twenty-one million pound.s." The London security 
markets suffered seriously. 

As this blow struck in England we in the United States were again 
in a vulnerable position. Part of our heavy imports of merchandise 
through 1886-1890 had been financed by export of American securities, 
When the Argentine crisis broke upon startled English investors, they 
began to convert into gold. American securities were dumped wholesale 
on the New York market which was itself already overextended. The 
resultant collapse was acute. But the crisis in the United States did not 
last long. Our exports and business in general were doing well. The panic 
was a financial one. It was in fact only a curtain raiser to what was to 
follow. 

For the next two years the world witnessed a great drama of inflation 
in the United States. The Treasui-y, under the compulsion of the Silver 
Purchase Act of 1890, continued to pour out legal tenders. In the last six 
months of 1890 some $100 million wa.s added to the currency in circula¬ 
tion. Under the Silver Purchase Act about $.50 million new legal tenders 
would be put out each year. This was the medicine that the easy-money 
crowd had demanded. It was poison in other quarters. 

As inflation of the currency mounted, so did suspicion of its integrity. 
Many people, especially Europeans who could appraise our situation 
objectively, thought that our western inflationists would ride the nation 
to ruin on a sea of paper money. Gold, physically one of the heaviest 
of metals, is in economics the lightest. It took flight as inflation of the 
currency was carried forward. The last two years of the Harrison admin¬ 
istration were spent in a desperate battle to maintain the gold reseive, 

Differing from 1873, this stoim of 1893 produced the most acute dis¬ 
tress in the West, because its people had given themselves over com¬ 
pletely to the speculative orgy. Almost all of the 158 national bank failures 
were in the West and South. This time it was the interior of the country 
which was forced to undergo the mo.st drastic deflation. The Plankinton 
Bank of Milwaukee went down, as did the Chemical National and Co¬ 
lumbia National in Chicago. But on the whole the banking system in 
Chicago bore up remarkably. This was due in great measure to the cour¬ 
ageous integrity of the business leaders. When long lines Sf anxious de¬ 
positors formed at the Chicago banks to withdraw currency, P. D. Armour 
and Marshall Field went to the throngs in person to announce that cur- 
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rency would also be paid out at the Armour ofiSce and at the Marshall 
Field store. Direct action of this kind is often worth a vault full of gold. 

Meanwhile we had again overbuilt the railroad system and had heavily 
overborrowed upon it. As business volume shrank under the impact of 
credit inflation, many roads were unable to meet operating expenses, 
let alone pay interest on their debts. The result was an epidemic of rail¬ 
road failures. By the latter months of 1895 there were in receivership 
(both old and recent) some 169 railroads operating over 37,000 miles of 
track. These companies represented an aggregate capitalization of about 
$2.4 billion. Among the larger insolvencies were the Erie, the Northern 
Pacific, and the Santa Fe. 

Tragic as were the consequences of such troubles, they served to bring 
home the merits of sound business management. Rich rewards were 
available to those who in the preceding years of prosperity had preserved 
integrity of judgment and self-restraint in the use of credit. Thus James 
J. Hill, having completed his Great Northern Railway in January, 1893, 
was able to press forward without embarrassment while his competitors, 
the Northern Pacific and Union Pacific, were forced into bankruptcy. 
Si milar ly the canny steelmaker, Andrew Carnegie, employed the depres¬ 
sion years to modernize his plants, John D. Rockefeller chose these dis¬ 
couraging times to buy up iron-ore properties in the Mesabi Range. 
Shrewd investors acquired profitable holdings of railroad securities as 
bankruptcy liquidation squeezed the water out of overcapitalized ven¬ 
tures. 

The financial crisis of ’93 was severe but short-lived. The depression 
in hade and manufacture, however, was prolonged. There was wide¬ 
spread unemployment and a great deal of social unrest. Coxey’s Army 
of disgruntled men without jobs marched on the Capitol. The Pullman 
strike occurred in Chicago, and riotous interference by strikers with 
transportation operations caused President Cleveland to send federal 
troops into the area. Industrial readjustment was protracted and painful. 
During these years we were learning the hard way—through bitter and 
often cruel experience. We discovered that currency tinkering was disas¬ 
trous. We learned that inflation of the currency as a cure-all for industrial 
ills did more harm than good. We found that our banking system was in¬ 
adequate to provide for seasonal and unusual fluctuations in demand for 
credit; that heavy European investment in our securities rendered our 
markets and gold reserve vulnerable. Our sufferings were not in vain. 
Through them we discovered the essentials of a stable currency and an 
adequate banking system. 
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COMPETITION PROMOTES COMBINATION 


Big Business and Trusts 


j\.s railroad facilities multiplied and as mnniifan . 
taring expanded, competition increased in intensity and nithlessness. All 
business was growing. Nevertheless, no matter how rapidly old markets 
were expanded or new fields created, there was always this pressure to 
divide and redivide the total. 

Wide-open competition was, of course, an ideological heritage with 
Americans. Yet while a moderate amount of competition is stimulating, 
an excess is agreeable to no one and is bound to bring a search for relief, 
So in the years 1865 to 1900 we find businessmen engaging first in cut¬ 
throat competitive practices and then, in a second phase when things had 
become intolerable, seeking various means of cooperation. 

The first cooperative efforts were pools and loosely drawn associations, 
One of the earliest in the railroad field was attempted by the Chicago & 
Northwestern, the Rock Island, and the Burlington. Under their anange- 
ment one-half of the earnings from certain traflfic was contributed by 
each road to a common pool, the theory being that such mutual sharing 
would discourage competition and prevent rate cutting, In the industrial 
field there had been a pool of cordage manufacturers as early as 1800. 
It was not, however, until the 1870's and ’80’.s that the movement became 
widespread. In those years many associations were formed for the pur¬ 
pose of mitigating the effects of competition. They operated in various 
ways, The Gunpowder Manufacturers’ Association attempted to maintain 
prices. The Kentucky Distilleries’ Association regulated output. The Stand¬ 
ard Envelope Company pooled both expenses and profits. One of the 
most successful of these arrangements was in the meat-packing business, 
the so-called “Veeder Pools” named after a lawyer for Swift & Co., Albert 
H. Veeder. Under this plan representatives of Armour, Swift, and Morris 
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met every Friday to allot among themselves shipments for the succeeding 
week of meat to various consuming centers. Fines were imposed for 
breaches of these schedules. On the whole these pooling or association 
methods were not particularly successful. Like the “gentlemen’s agree¬ 
ments’’ of later years, they were effective only while every member exer¬ 
cised self-restraint—which usually was not for long. Much more effective 
in limiting cut-throat competition was the method of consohdating compet¬ 
ing companies. Under this formula control of members was absolute. 
The idea appealed to all who had found The pools exasperatingly futile. 

The most extensive area of competitive conflict involved the railroads. 
Their rate wars, pooling agreements, and preferential tariffs, both public 
and secret, had a far-reaching effect upon all business. The greatest of 
these battles raged between the New York Central and the Pennsylvania. 
This was quite natural because the country’s largest flow of railroad 
traffic was that moving between the Midwest and the East Coast. 

In 1867 Commodore Cornelius Vanderbilt at the age of 73 had pur¬ 
chased the New York Central and in 1869 united it with his Hudson 
River road to form the New York Central and Hudson River Railroad. 
At the same time, he had noted with interest, the Pennsylvania Railroad 
had acquired the Pittsburgh, Fort Wayne and Chicago, thus providing 
a through line from Philadelphia to Lake Michigan. The lusty Commo¬ 
dore countered with the acquisition of the Lake Shore and Michigan 
Southern in 1878. As a result of these moves, New York and Philadelphia 
each possessed a through railroad line to Chicago. For the next thirty 
years competition was to be keen. 

This not only involved warfare between these main systems but also 
developed into a conflict to prevent newcomers from barging into the 
business. During the depression years, 1873-1878, ambitious railroad 
projects lay dormant. With recovery, however, an optimistic exuberance 
developed and, continuing to the early ’nineties, the country witnessed 
another splurge of railroad building. Within the years 1878-1893 some 
82,000 miles of main line were added to the national total, an increase 
of about 100 per cent. 

Two of these new railroads directly threatened the New York Central 
System. In 1882 construction was started on the New York, Chicago and 
St. Louis or Nickel Plate which would compete with the Lake Shore. 
This problem was disposed of in the grand manner—purchase by the 
Centi'al interests. The second became for a while a serious threat to the 
Central. This was the construction of the West Shore Railroad from 
Weehawken to Ruffalo in the years 1881-1884. Associated here were Jay 
Gould and George Pullman. The former could contemplate with satis- 
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faction what a thorn in the Vanderbilt hide this route so close to the 
Central would be. Pullman was not unmindful of the fact that the Central 
used sleeping cats made by his rival, the Wagner Company. 

In the meantime, on another scene events were building up also to 
center interest on the West Shore. Down in Pittsburgh, Andrew Carnegie 
the nation’s leading steelmaker, had got into a knock-down, drag-Lt 
fight with the Pennsylvania Railroad. There being no effective compe¬ 
tition on freight out of that city, the Pennsylvania was charging Carnegie 
all the traflSc would bear. On occasion he paid a higher rate to ship sM 
from Pittsburgh to the East Coast than a competitor did from Chicago 
One cannot do that to a Scot for long, 

Accordingly Andy prevailed upon William H. Vanderbilt of the New 
York Central System to join in a new rail project in Pennsylvania from 
Reading to Pittsburgh. This, of course, was a direct invasion of the Holy 
Land and a rude desecration of that inner .sanctum, the Main Line. Did 
not these Unbelievers know that the monopoly of the Pennsylvania Rail¬ 
road in Pennsylvania was as sacrosanct as Penn’s Charter? The Bedouins 
of Chestnut Street and Rittenhouso Square took to horse. 

By this time the stock panic of 1884 was in full swing. The new West 
Shore Railroad had just started operations and had almost immediately 
gone into receivership. Suddenly, to their dismay, the Vanderbilt-New 
York Central group discovered that leading stockholders of the Pennsyl- 
vania had acquired a heavy interest in West Shore bonds. By virtue of 
such holdings they might even dictate the terms of reorganization, 
This was the situation. The New York Central people were projecting 
a new railroad into the heart of the Pennsylvania territory. The Penn¬ 
sylvania interests were about to secure control of the West Shore, a close 
and irect competitor of the Central. In effect, each of these giants held 
a knife at the other’s throat. Obviously something had to be done or 
the profits of both would disappear like a snowball in Satan’s back yard. 

The climax came when J, Pierpont Morgan, possessing the confidence 
of both sides, invited representatives of each for a cruise up the Hudson 
on his yacht, the Corsair, Here, on the .secluded, comfortable afterdeck 
the embattled railroad warriors talked out their grievances and came to 
agreement. The Vanderbilt group would abandon its foray into Pennsyl¬ 
vania territoryj the Pennsylvania would allow Morgan to engineer a 
reorganization of the West Shore which would place it under Central 
control. Andrew Carnegie was left to the brotherly love of the Pennsylvania 
^rv ‘1 events turned out, he was equal to the occasion. 

While these moves were being played on the field of grand strategy, 
a continuous cut-throat warfare was being carried on as to rates and the 
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securing of business. The depression years following 1873 were lean and 
the railroads were so hungry for traffic that no means were spared in 
going after it. Competition was particularly keen between the trunk lines. 
Passenger rates were cut as low as $13 for the trip from New York to 
Chicago. Mr. Cassatt in a later year testified that the Pennsylvania found 
itself actually paying for the privilege of transporting the oil of one cus¬ 
tomer-such was the effect of rebating. 

The modem conception of the railroad as a common carrier had not 
yet developed in the public mind. Most of the roads had been built with 
private capital, through the energy and initiative of businessmen. Their 
operation was, therefore, thought of much in the same light as manufac¬ 
turing or tr acin g companies. Moreover, there existed in the early period 
great public pride in the accomplishments of the new railroad manage¬ 
ments. When the glistening, white-painted Fast Mail in 1875 made the 
trip from New York to Chicago in the sensational time of twenty-seven 
hours the whole country was thrilled. Therefore, as the roads went out 
after bustaess with every competitive device known to man, there were 
few who criticized their ruthless methods. The public conscience had not 
developed to the point where it could say, "while these companies are 
owned by their stockholders, they are by their nature charged first with 
the public interest.” 

The policy of the roads in determining rates was to charge as much 
as they could get. This meant that shippers depending upon one railroad 
found themselves in a weak position. For example, Pittsburgh and vicinity 
had but one real outlet, the Pennsylvania. Accordingly they were at the 
mercy of its ratemakers. On the other hand Cleveland and Buffalo were 
served by competing railroads. A shipper could switch from one to the 
other if he did not think he was being fairly treated. Then there was the 
discrimination in favor of the long haul as against the short haul. Having 
only recently become through trunk lines, the big roads were primarily 
interested in developing this type of business. Hence, the Pennsylvania 
the Central, and the Erie would frequently favor shipments from Chicago 
to the East Coast as compared to those from intermediate points. 

Inequitable as these basic policies were, there was another practice 
that made them seem like positive virtues in comparison. This was the 
system of special rates, rebates, and drawbacks. Under these procedures 
competing shippers of identical products for the same haul were treated 
differently. The large were favored over the. small. The greater the volume 
of shipping, the lower the rates would be. The rebate was a repayment 
by the railroad to a shipper of part of the freight already paid. Because 
the original shipping documents were written at the published rates it 
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was made to appear that these were actually being charged. Th 
rates were wholly arbitrary. ' ® 

The drawback, le.ss frequently employed but even more inlouitou. 
was a repayment of a general nature madi« by the road to a shipper attl 
end of each month or settlement period. The whole .system of rate mak 
was in a chaotic state. The objective of the railroads was to get busing® 
It would be secured at publfshcd freight rates if possible If not th 
necessary concessions would be made. The contract was regarded / 
solely one between the railroad and the shipper. That the practice favored 
the strong and penalized the weak was passed over as being an inevitable 
result of a competitive economy, ° ^ ® 

It takes no second thought to conclude that such ratemaking policies 
had a inarked effect on all business. Freight costs are a substantial portion 
of the total costs of manufactured goods. One can hardly imagine a more 
eflfective incentive to consolidation and concentration. This condition 
caused bus nes.smen to think in terms of '•biguc.ss” and to centralize their 
shipping It fostered the advent of Big Business and was in a measure 
responsible for the growth of our large manufacturing centers 
Them was one businessman in particular for whom the railroads 
did not have to draw diagrams in order to illustrate the opportuniSes 
presented by these rate making policies. As a refiner of oil on a^LaU scale 

bv bundinf’ determined to secure these benefits 

nrnS, f ^ 1“'* c-ompetitors. By consolidating 

production he would also gain from reduced manufacturing costs. SuJ 

tn uir** ^ the rare business qualities of Mr. Eockefeller, were 

orfn f r®’ I"''?" greatest 

Tohn n w discrimination than 

John D. Rockefeller and his Standard Oil Company. However, the game 

he played was open to all. He and his a.s.sociates simply had the jump 

A kev everything 

wMehewf" M Cleveland 

wMe he was in New York on business i 

did for by Mr. Vanderbilt yesterday at twelve o’clock but, 

mppf 1 ^ * Ju ^ anxious to get our busiiiess & said he thought he could 
mipbt Wi°° if Card by the messenger, that Van 

hnl nll ffr'^f'^ • ■ Here was an unW Strip, 

ths^ if li Cleveland telling the great Commodore Vanderbilt 

It he wanted to do business he could call at the Rockefeller ofiices. 



competition promotes combination 837 

Thenceforth Rockefeller and his associates were to turn this competitive 
railroad situation mightily to their advantage. 

In 1869, some six years after Rockefeller had taken up refining, the firm 
of Rockefeller, Andrews & Flagler with a production of 1500 barrels per 
day was the largest of a group of small refiners in Cleveland. It was 
known for careful operation, good management, and aggressive business¬ 
getting. The field was highly competitive. A small refinery could be started 
for an investment of about $10,000. All told there were some twenty-six 
in Cleveland alone. It was an example par excellence of a small business¬ 
man’s industry. Production methods were crude, costly, and inefficient. 
The oil refining business was centered in four areas—the Oil Regions in 
Pennsylvania, Pittsburgh, the eastern seaboard, and the city of Cleveland. 
The latter had the largest capacity. 

As he appraised the situation in 1870 Rockefeller drew certain conclu¬ 
sions. While many conservative businessmen looked askance at oil refining 
as not only speculative but downright wild and woolly, he foresaw a 
constantly growing world market for petroleum products. There were, 
of course, too many refineries and too much haphazard operation. But 
these conditions created the opportunity. By concentrating production 
he could secure larger freight rebates and achieve operating economies. 
He would need able men and much money. He thereupon adopted a 
business formula to which he devoted all his energy: Strong Management 
Plus Ample Capital Plus Concentration of Production Equals Success. 

As to management, his firm was already outstanding. Andrews was an 
excellent practical refiner. Flagler and Rockefeller were both good busi¬ 
nessmen and complemented each other nicely. In those early days they 
were heavy borrowers of money and worked the banks for all their credit 
would stand. Other experienced men were brought in year by year until 
the business world marveled at the ability of this man Rockefeller to 
secure strong men and weld them into a team. Looking back at his record 
in securing the support of Flagler, Harkness, Colonel Payne, Archbold, 
Lockhart, Pratt, and others, John D. in a rare piece of understatement was 
to remark, “I have always had as little as possible to do with dull business 
men.”> 

In 1870 the business was incorporated as the Standard Oil Company 
of Ohio with a capital of a million dollars. This would permit greater 
flexibility of operation and provide the means for buying out competitors. 
The years 1870 and 1871 were poor for the country. In 1871 practically 
all refiners were losing money. There was too much production and there 
were too many refiners. Furthermore the railroads were cutting each 
Other’s duroats in a damaging rate war, Out of these circumstances was 
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bom a plan that flagrantly outraged public opinion-the South Improv 
ment Company, 

The part which various persons played in this enterprise is not cle 
When the scheme was unmasked the protestations of those who called 
themselves innocent could be heard from coast to coast. In any case ^ 
know that there were involved officials of the Pennsylvania, Lake Shor 
and Erie Railroads as well as certain leading oil refiners, ’ among thS 
John D. Rockefeller of the Standard Oil Company of Ohio, ° 

The plan was simple. The self-selected refining group would assure 
tlie railroads of a certain amount of traffic to be split 45 per cent to lie 
Pennsylvania and 27.5 per cent each to the New York Central and the 
Erie. Public railroad freight rates on oil were to be raised. From these 
schedules, however, the refining group was to get a liberal rebate in the 
first instance. Then the really iniquitous provision came in. This select 
group was also to receive a large drawback from the high public rates 
which their competitors were to be charged. Such scheming of course 
could not be kept secret. The tnith came out in driblets. The freight 
differentials were such that an independent could not compete with the 
self-chosen few. It was a program of Rule or Ruin. Later its proponents 
explained, with poker faces, that they expected to invite all refiners to join, 

At approximately the time this plot was being cooked up (1871-1872) 
Rockefeller was busy in Cleveland. He had started to work on the 
concentration component of his formula. Of course what everyone now 
would like to know is just how much the threat of the South Improve¬ 
ment Company was used to compel competitors to sell out. Obviously 
if they believed that scheme was going to work, to continue as independ¬ 
ents meant disaster. 


John D.’s first move of consolidation was characteristic. He bought out 
his strongest Cleveland competitor-Col. Oliver H. Payne of Clark, Payne 
& Co., using Standard Oil stock in payment. Having secured his most 
formidable Cleveland rival, the others were willing to listen, especially 
as local bankers and railroad men backed up the Rockefeller plan. Within 
a few months twenty-one of the twenty-six Cleveland refiners had sold 
out to Standard, most of them choosing to take cash instead of stock. The 
weakest plants were scrapped but Standard was left with a production of 
10,000 barrels per day and an absolute monopoly of the refining business 
in the country’s leading refining center. 

This record has precipitated much controversy. Ida M. Tarbell believed 
Aat Rockefeller had directly used the threat of the South Improvement 
ompany, coupled with support from its railroad sponsors, to force Cleve- 
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land refiners to sell out and that most of them did not want to sell. A sort 
of “your company or its life” threat. 

Others have taken a less critical attitude, pointing out that basically 
there was too much refining capacity and that in view of the railroad 
rebate practice what Rockefeller proposed was plainly realistic. Further¬ 
more, the excellence of the Standard management was beginning to be 
recognized. However, most people today utterly condemn the scheme of 
the South Improvement Company and John D. Rockefeller for having 
had anything to do with it. Even his ardent admirers can only see in it a 
serious mistake by one noted for not making many. 

When word of the South Improvement Company plan was received 
in the Oil Regions, riot and insurrection broke loose among the crude 
oil producers. The thing could not stand the light of day and within several 
months the ambitious scheme had blown up. The select few, both railroad 
men and refiners who had hatched the plot, now left the structure without 
waiting to use normal exits. Responsibility was disclaimed. The South 
Improvement Company was a dead goose. 

The condition of excess production and refining continued. Competi¬ 
tion was still so acute that both refiners and producers tried to abate it. 
The National Refiners Association was formed and included among its 
members about 80 per cent of the Industry. In the oil fields the Petroleum 
Producers’ Association was organized. The theory was that both the pro¬ 
duction and the refining of oil would be cut back until a practical balance 
was attained between production and consumption. These loosely organ¬ 
ized groups were in no sense effective. In the production of crude, there 
was no way to regulate wild-cat drilling. The organization of refiners 
and that of producers gradually fell apart. 

In the light of these developments John D. and his associates came 
to certain conclusions. The concentration part of their success equation 
was working all right with the companies they had already acquired. 
They must not allow themselves to be diverted by loosely drawn schemes 
of association, all of which had proved to be failures. Experience showed 
that the only way to organize the industry was to control it. To control it, 
purchase of competing elements was necessary. To Rockefeller’s mind all 
this was simple arithmetic. 

Having acquired dominion over Cleveland’s refining industry through 
purchase and consolidation, he now embarked on the more ambitious 
plan of applying this formula on a national scale. He bought out refiners 
in Pittsburgh and New York who at once began to work as his agents in 
acquiring other companies. Some of this was done secretly, so that at 
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times Standard Oil ownership was not disclosed for month Th- 
suspicion and resentment among the independents. ' ** **'’*®'^ 

In these early years Rockefeller would have nothing to do wirt,.. 
production of crude oil. He was content to let other nennU ” ^ 
the speculative drilling of new wells. Rioperly he sensed that 
no problem in securing his raw material. He concluded-wiselllfr 
unrestrained competition in drilling wells and producing taurlp ^ i 
yean to be the rf that end o{ the businei. In thefefintog S to 

The year 1874 witnessed further efforts to overcome comnetiHvi. j. 
tions. Once again the oil carriers entered into an arrangement withA* 
reBners. The Pennsylvania was to got 50 per cent of the traffio j J* 

^to.1 and EHe 25per „„t each. tL h.g to ac“-a:^^ 

Rates were raised but Standard won a victory by securing ^ ® 
all rate for shipping crude oil from the producing regions into Ckvell*^ 
and then sending the refined product on to New\ork as Sfoolt 
refine, paid solely for shipment of refined to New York 
The growing power of Standard Oil caused concern to manv nntfi. 

hfgfeaUyTtrh?™ *^‘i As’head of 

Scoft anri Jwf ? Pennsylvania or to the Central or the Erie 

pony, a controUed sotolto°”t Transportation Com- 

refining business hv' i ^ Pennsylvania Railroad, broke into the 

Phnadelphla. and CoTZS N« 1™'^'’'^°° 

ruthlesss a wan'ior more skillful and 

rate reductions on th ir^- procured freight 

for th^EmX peni^ th® going h!rd 

Scott o^cou^'r^ the price of kerLne. 

himself’losing mon^v^* these new freight rates and found 

was hit by his oil business. Then the Pennsylvania 

there came the disast ^ among trunk lines. To cap the situation, 
came the disastrous railroad strikes of *77. which wL particularly 
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damaging to the Pennsylvania. Riots in Pittsburgh were so serious that 
the militia was called out, fired on the strikers, and killed a score of men. 

The supposedly invulnerable Pennsylvania Railroad was really stagger¬ 
ing under the impact of these events. Scott and Cassatt were forced to 
seek a truce. Accordingly a deal was worked out whereby the Pennsyl¬ 
vania consented to Rockefeller’s buying the Empire pipe lines and re¬ 
fineries. Thereafter that great railroad monarchy was to stick to the railroad 
business. The scalp of the redoubtable Tom Scott was dangling for all 
to see fr om the war belt of that lean, cold-eyed warrior from Cleveland. 

During these years Rockefeller and his associates were using their 
shipping power for all it was worth to force from the railroads conces¬ 
sions not obtainable by their competitors. All sorts of devices were used, 
both secret and public. It has been estimated by one authority that in the 
years 1877-1879 the independents paid $1,445 per barrel and Standard 
Oil only 80^ for shipping refined oil from either Cleveland or Pittsburgh 
to the Atlantic Coast. “The Standard not only had a giant’s strength but 
was using it with the tyranny of a giant.”" 

It must have seemed to the railroads at this time that everything was 
going against them in the field of transporting oil. Nor could they have 
failed to note that no matter what the development Rockefeller always 
namp Qut Stronger than ever. Take the case of the technological revolu¬ 
tion involved in long distance pipe-line transportation. One of the many 
people upon whose toes the Pennsylvania Railroad had trod was David 
Hostetter. He had attained fame and not a little coin of the realm in pur¬ 
veying to dyspectic fellow citizens a specific known as Hostetter’s Bitters. 
He became interested in oil and to circumvent the Pennsylvania Railroad 
projected a three-inch pipe line to connect the Oil Regions with the B & O 
Railroad. This was the trail blazer in what might be called trunk line 
operation as distinguished from the already well-developed system of 
short collecting lines. It was called the Columbia Conduit Pipe Lines and 
in 1877 was acquired by Standard Oil. 

Following this sale three practical operators, Messrs. Benson, McKelvy, 
and Hopkins, retired from Columbia and started to promote another 
trunk pipe line. They projected one from Bradford field to connect 
at Williamsport with the Philadelphia and Reading Railroad for delivery 
on the East Coast. Technical direction of the enterprise was in the hands 
of Herman Haupt who had been chief engineer in building the Hoosac 
tunnel. Hardly had construction begun when they encountered the hostile 
opposition of both the Pennsylvania Railroad and the Standard Oil Com¬ 
pany. These little Davids with negligible capital resources were in no 
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sense pikers. They had taken on at the same time not only one Goli 
but two. 

In building their new pipe line everything had to be planned secretlu 
To forestall them the Standard bought a right of way to cross the pro' a 
one. Haupt then resorted to fictitious surveys in order to throw tb t 
off his trail. He crossed under Pennsylvania Railroad tracks only to h * 
the pipe tom up. When apparently completely stopped he laid his pbls 
in an old creek bed. Then Haupt encountered technical problems Pin 
laid on 'tlie surface in cool weather would, under the direct rays of ft! 
summer sun, expand into huge coils which arched into tree tops looldnB 
for all the world like some huge snake. In spite of all their difficulties these 
hard-hitting independents won through. The Tide Water Pipe Companv 
had laid a six-inch pipe line a distance of 110 miles to its destination 1 
the Reading Railroad. 

On the day of first full-length trial in May 1879 there was much excite¬ 
ment. Would the pumping equipment be sufficient to push the oil up and 
over the 1900-foot hump in the mountains? Success was theirs and the first 
oil gushed out at the Williamsport end amid great rejoicing. By this new 
route, part pipe-line and part railroad, oil from the Bradford bid could 
be delivered to independent refineries on the East Coast at a freight cost 
lower by half than the railroads were charging. General Haupt and his 
pde Water associates had won a signal victory over both the Pennsylvania 
Railroad and the Standard Oil Company. That, however, was the smallpf 
part. They had inaugurated a new era in oil transport. 

No one recognized the significance of this event better than Rockefeller. 
At once he began another trunk pipe line from the Bradford field to the 
coast. Meanwhile the Tide Water project was pushed through to eastern 
Pennsylvania. This latter move involved raising about two million dollars 
of iiew capital. Benson of Tide Water was rebuffed by various bankers 
until he encountered George F. Baker of the First National Bank of New 
York. Baker organized a syndicate to sell $825,000 first mortgage bonds at 
90, followed by $1,375,000 loan certificates which not only carried interest 
but shared dividends with the common stock. The proposition must have 
looked good because in spite of mysterious efforts to discredit Tide Water, 
Uaker and James R. Keene took about $500,000 of the underwriting them¬ 
selves. By 1911. they had received something over 2000 per cent in divi¬ 
dends and possessed an investment with a principal value of over fifteen 
times what was paid for it. 

The ^ect of aU this was that the railroads lost out substantially on the 
anspo a on of <^de oil. The battles among themselves had been in 
vain, gam ockefeller came out on top. He had gone in extensively for 
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building the new pipe lines. By 1882 it was estimated that some 75 per 
cent of all crade oil went out of the Oil Regions by pipe line. Later 
Rockefeher and the Tide Water crowd arranged a truce which divided 
shipments of crude to the East Coast on a basis of 11.5 per cent for Tide 
Water and 88.5 per cent for Standard. 

While all this was going on Rockefeller and his associates were acquir¬ 
ing more refineries in the East. At this stage a legal problem began to 
assume disturbing proportions. Except for an occasional special charter 
to railroad companies, the charters granted by the various states did not 
permit ownership by one corporation of the stock of another corporation. 
Standard of Ohio had no legal authority to own stock in a New York 
corporation. In other states, as a foreign coi-poration its operating privi¬ 
leges were circumscribed. However, the whole philosophy of John D.'s 
operations was predicated upon the idea that this Ohio body would be 
the sun around which all other planets would revolve. Something had 
to be done. At any moment the actions of Standard Oil of Ohio in direct¬ 
ing the afiairs of business units in other states might be challenged in 
the courts. 

Accordingly some of the best legal minds in the country were put to 
work. They evolved the "trust” procedure which was to bring more public 
attention to Rockefeller than anything else and give the country a handy 
name for designating all combinations of big business. From this develop¬ 
ment, trust began to be spelled with a capital “T” and came to signify 
in the public mind a sinister combination of business interests for the pur- 
post of attaining a monopoly. In the law a trust had always been an 
Instalment of benign intent and respectable reputation. 

The scheme as ultimately worked out was simple. It also proved to be 
effective. A trust agreement was drawn up which provided that nine 
trustees would hold the stocks of all the companies, no matter where 
they were located. The stocks of the various units were delivered into the 
custody of the trustees who in turn issued their trust receipts. The lawyers 
advised that by this plan the trustees could legally vote the stock of the 
operating companies and thus exercise complete legal control of corpora¬ 
tions in the various states. They could collect dividends from the operat¬ 
ing units and either hold them for or pay them to the holders of trust 
certificates. This trust plan was matured between 1879 and 1882. 

The nine original trustees were John D. Rockefeller, Oliver H. Payne, 
William Rockefeller, Jabez A. Bostwick, H. M. Flagler, William G. War¬ 
den, Charles Pratt, Benjamin Brewster, and John D. Archbold. These 
men met every morning at their New York office and directed the affairs 
of this petroleum empire. Some foimteen subsidiaries were wholly ownedj 
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about twenty-four partially owned. It was later estimated that in th' 
manner the nine men with John D. at the head of the table controiy 
90 per cent of the refining and pipe-line busincs.s of the country. 

Meanwhile “Trusts” and comprehensive consolidations were form d 
in other industrie.s. A marked change was taking place in our econo ^ 
The period of ruthless competition among innumerable small compji 
was giving way'to one wherein large concerns tended to dominate varions 
industries. Big Business was crowding out Little Business. 

As a result of growing alarm over this trend, President Benjamin Hani 
soh urged the passage of a federal statute designed to iinpose limite 
on monopoly and preserve conditions of open competition. Accordinglv 
in 1890 Congress enacted the Sherman Anti-Tmst Law. Under this Act 
contracts, combinations, or conspiracies in restraint of interstate com 
merce were declared to be illegal. Several of the states also passed laws 
of similar purpose. At the outset these enactments had little practical 
efllect. The movement toward concentrated business control continued. 

The turn of the century witnessed the climax of this .spectacular develop- 
ment in American industry. In 1899 the State of New Jersey passed a 
General Corporation Act which permitted the incorporation of holdins 
companies without special legislative action. Many largo companies it 
cordingly took out New Jersey charters. Then in 1901 occurred a sensa¬ 
tional corporate combination. J. Pieipont Morgan formed the United States 
Steel Coiporation. It was a striking culmination of the whole movemeni- 
a sort of mastodonic consolidation of consolidations. 

All the time public opinion was becoming increasingly alarmed. Wide¬ 
spread feelings of hostility grew against large combinations and certain 
big corporations. They were all popularly referred to in common terms- 
the Oil Trust, the Sugar Trust, the Beef Tnist, the Tobacco Trust, and 
so oil. This gave President Theodore Roosevelt and then his successor. 
President Taft, an opportunity to challenge the growing power of these 
business organizations during the years 1902-1912. Prosecutions were 
carried on under the Sherman Anti-Trust Law. As a result of final adjudi¬ 
cations by the United States Supreme Court several of the larger com¬ 
binations such as the Standard Oil Company and the American Tobacco 
Company were forced to dissolve. Thus the Sherman Act came to fulfill in 
a moderate degree the expectations of President Harrison when he pro- 
posed a law to maintain our traditional conditions of free competition. 

* i°td? v/eic curbed, this did not mean, that the trend 

toward Big Business had stopped. On the contrary it continued and de- 
ve ope oyer a broad front. In many lines technological and managerial 
consi era ons were impelling the creation of large producing and dis- 
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tributing units rather than small ones. In this way more goods could be 
made available to more people at less cost. Industrial concentration in the 
twentieth century became a lever by which we raised our standard of 
living to higher levels. Application of the Sherman Act has, however, 
served to restrain the worst abuses of this new power in our economy. 
Again we find principles which set off the American system. In Europe 
where there has been no such restraint powerful combinations and mo¬ 
nopolies have gone unchecked. This has ossified business, retarded pro¬ 
duction, and given a powerful incentive to socialization. 



XXVIII. 


THE BIRTH OF MODERN STEEL 


Xhe age of steel did not begin for us until after the 
Civil War. Up to that time steel a.s we have come to know it was not com¬ 
mercially produced, The processes for refining ferrous metals had re¬ 
mained much the same for generations. Stated in the simplest tenns, there 
were just three of these products-cast iron, wrought iron, and the very 
costly crucible steel. 

Cast iron was cheap and easy to make but had the defects of being 
brittle and lacking in malleability. Its use under conditions of great 
stresses involved castings of awkward and bulky proportions. On the other 
hand, the wrought iron and steel of that day did possess, in their different 
characteristics, the qualities cast iron lacked. Yet high cost of production 
prohibited their use in great quantity. Cmcible steel, made in crucibles 
containing only about 80 pounds, was expensive and took many days to 
refine. This was not unduly restrictive for our needs in producing hand 
tools, cutlery, needles, and watch springs. However something quite dif¬ 
ferent was required if the march of modern industry was to gel under 
way. 

New needs—particularly for the railroads—were beginning to be felt. 
Most ironmakers of that period came up against the same problem in 
their day-to-day work. As currently stated, they required an “improved 
cast iron,” one in which brittleness gave place to toughness and malleabil¬ 
ity. This involved the elimination or control of most of the so-called 
impurities, such as carbon, silicon, niaiiganese, sulphur, and phosphorus, 
The nub of the problem was to discover a means by which the tem¬ 
perature of molten iron could be raised quickly and cheaply so as to 
oxidize or drive off the troublesome elements. 

In retrospect we can see that the surging flood of industrialization was 
waiting upon the discovery of a new structural material. The product 
must be such that qualities of hardness, toughness, and malleability might 
be varied according to particular needs, It must be cheap and above all 

236 



THE BIRTH OF MODERN STEEL 


237 


abundant. In a word, we needed steel. Steel in the twentieth-century 
sense, or as a leader in the industry has recently expressed it, “that great¬ 
est of modem plastics.” 

While the general nature of this objective was recognized, ironmakers 
and scientists proceeded gropingly toward its realization. Among them 
were two individuals who, acting separately, chanced upon the solu¬ 
tion to the problem—William Kelly, practical ironmaker of Eddyville, 
Kentucky, and the English scientist, Henry Bessemer. 



The converter invented by the American* William Kelly, >vhicli 
preceded Bessemer's converter 

Courtesy oE American Iron and Steel Institute 


Kelly was the first to make discovery of the new process but was un¬ 
successful in promoting its adoption. Bessemer came upon the same idea 
some years later and after incorporating certain improvements by Mushet 
gave the world a process for making cheap steel. In securing wide appli¬ 
cation of this method he succeeded where Kelly had failed. 

Kelly’s story begins shortly after he acquired the Suwanee Iron Works 
at Eddyville in 1846. The principal uses for the iron produced in that 
area were boilers and engines for river steamboats and equipment for 
Louisiana sugar factories. Kelly made boilers and sugar kettles. Like so 
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many others of these early ironmakcrs Kelly found it difficult to secme 
enough charcoal for refining pig iron to sufficient malleability for Uj 
purposes. 

One day as he watched his "lineiy liro” his eye was caught by a small 
spot in the molten mass which glowt.'d at a white heat, although bate 
of charcoal and subject to u draught of cold air. Like a flash the great 
conception came to him. The draught of cold air raised die temperalme 
instead of lowering it. Air blown into a molten mass of iron would there¬ 
fore help bum out the impurities. Air itself was fuell 
Kelly then proceeded to stage a demonstration of this remarkable phe¬ 
nomenon. When the sample product was lini-shed, he had a blacksmith 
forge it into a horseshoe and nails to prove its malleability. The utter 
simplicity and common sen.se of Kr'lly’s idea was too much for practical 
hardheaded ironinakers. The use of cold air to make iron hotter was 
absurd. ‘“Some crank'll be burniii’ ice next,’ said one onlooker.” ‘ This 
procedure came to be known as "Kelly’s air-boiling process.” He was, 
however, unable to convinc(f others in the industry tliat he had oTinnH 
upon a great discovery. 

In the meantime the inventor, Henry Bessemer, at his experimental 
shop in London, was independently pursuing the .same objeotive-a cheap 
mediod for producing an "improved cast iron." His approach was that of a 
scientist. He defined his objective and then searched with innumerable 
experiments toward that end. Bessemer’s interest in this problem had 
originally been aroused through his unsucccsshil attempt during the Cri¬ 
mean War to adapt cast-iron cannon to the u.S(5 of rifled projectiles. The 
idea failed because cast iron was not tough enough for the stresses in¬ 
volved. He set out to produce a stronger material. 

Through two years of alternate hope and discouragement Bessemer 
carried on his experiments in a little out-of-the-way forge in London. 
Finally he chanced to observe the same phenomenon that Kelly had seen, 
A draught of cold air impinging upon a small area of molten pig iron 
apparently caused a rise in temperature at that particular spot. Bessemer’s 
trained mind saw at once that if tin's principle could be applied as a 
process, he had found a way to oxidiisc the impurities of cast iron and 
thus produce the improved material he wa.s seeking. 

Accordingly he proceeded to force air in fine streams through die 
molten mass. Success exceeded his expectations. Rapid, violent oxidation 
of carbon, silicon, and manganese took place. The product lost the brittln- 
ness of cast iron. It was strong, tough, and malleable. For this final step, 
air itself was the only fuel needed. Later in a paper read before the 
British Association for the Advancement of Science, Bessemer referred 
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to the process as “The Manufacture of Malleable Iron and Steel without 
Fuel.” 

All problems, however, were not yet solved. This new material must 
be produced at low cost and made available in abundant quantities. To 
do this it was necessary to design equipment on what seemed a gargantuan 
scale-something which would dwarf the attendant workmen into pygmy 
size. Hand operation must give way to steam power. In this matter of 
visioning and perfecting new equipment Bessemer showed himself a 
master. The Bessemer converter became one of the most important of our 
industrial tools. Through its use tons of steel were made in a few minutes 
of “blow” where formerly weeks were consumed to produce only pounds. 

Great as these discoveries were, Bessemer’s “pneumatic process” hung 
between success and failure. Fate had decreed a period of suspense before 
the climax. The weakness of the process was that it was too effective. The 
rise in temperature occurred so suddenly that it was difficult to control 
the extent of oxidation. Fortunately within a short time remedies were 
found to cure this defect. Another Englishman, Robert F. Mushet, and 
a Swede, Frederick Goransson, came forward with improvements in 
method by which the composition of the product was effectively brought 
under control by the addition of manganese. The Bessemer proce.ss was 
now ready for broad application. Old ironmakers saw in the product only 
an “improved cast iron.” To the world, however, it soon became known as 
Bessemer steel, the much needed, all-purpose, cheap structural material. 

In 1856 Bessemer applied for a patent in the United States. Immediately 
upon hearing of this William Kelly filed his claims and the Patent Office 
recognized the priority of Kelly’s discovery. Bessemer’s application was 
denied and Kelly was granted the much-desired patent on the new process. 

Shortly, under the pressure of war needs here and in the light of the 
success of the Bessemer process in England, our ironmakers began to sense 
that great events were in the making. The Kelly Process Company was 
formed to take over the Kelly patent. The principals in this enterprise 
were Captain E. B. Ward of Detroit, Z. S. Durfee of New Bedford, Daniel 
J. Morel! of Johnstown, William M. Lyon and James Park Jr., of Pitts¬ 
burgh.” In 1864 this group also acquired the American rights to the Mushet 
patents. 

But in this same year, John F. Winslow, John A. Griswold, and Alex¬ 
ander Holley of Troy, N. Y., obtained United States rights for the use 
of Bessemer equipment. It looked for awhile as though the adoption of 
the Bessemer or Kelly process in the United States might be seriously 
delayed. The Kelly group found it difficult to proceed wittiout Bessemer’s 
equipment. The 'Troy group could not opeifite without infringing Kelly 
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and Mushet patents. To the businessmen involved in this situation the 
obvious solution was a merger of interests. Accordingly in 1866 all Ameri- 
can patents of the two groups were consolidated in the hands of trustees, 
finally to rest in the Bessemer Steel Company, Ltd. (Pa.). Licenses were 
granted to American ironmakers for using the pneumatic process and 
the Bessemer equipment. The Age of Steel had finally opened in the 
United States, 

This event, following within one generation the practical application 
of steam power to manufacturing and transportation, was the final signal 
for the coming in of the great era of modern industry. The qualities of 
this new material opened undreamed-of horizons in the quantity produc¬ 
tion and distribution of goods. Its application would advance the effi¬ 
ciency of practically every manufacturing industry and all systems of 
transportation. It would bring benefits to all our people. It would assist 
greatly in raising our standards of living. 

Nor were our people slow to realize the potentialities of this discovery. 
Americans took to steehnaking and steel usage as though bom to the 
inheritance. Within the same thirty years that saw the building of Rocke¬ 
feller’s powerful Standard Oil Trust, steel production became a great 
industry in the United States. From an almost negligible output we forged 
ahead to wrest the crown of world leadership from Great Britain. This 
was an area of John Bull’s industrial empire closer to his heart than any 
other. Even for some years after the Civil War our railroads were being 
laid with English rails. 

That we should encroach upon tliis domain was unthinkable to English 
iron masters. In the year 1870 wo made in the United States only 77,000 
tons of steel compared to Great Britain’s 292,000 tons. Within one genera¬ 
tion, that is by the year 1900, we were making 10,000,000 tons per annum 
as compared to 5,000,000 for Great Britain. Several years later we were 
producing four times as much as Britain and were accounting for almost 
one-half of the total world production. 

Our industrial triumph was due to various things. Geologic travail on 
the North American continent had brought to the earth’s surface in Michi¬ 
gan and Minnesota the world’s greatest known deposits of iron ore. Simi¬ 
larly in Pennsylvania, Illinois, and Ohio abundant coal for coking was 
available. With our extensive open spaces to conquer we had the largest 
market in the world for steel rails. Finally the Republican party in control 
of Congress set up an almost impenetrable tariff wall. 

Taken along with the development of the Bessemer process, the In¬ 
gredients for progress were all present. That they were exploited so effec¬ 
tively was due to the imagination, ingenuity, and aggressiveness of our 
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new steelmakers. Least impressive in physical stature among them was 
one who rose to dominate the industry-Andrew Carnegie. 

The story of Carnegie is in large measure the story of our rise to power 
in steel. Fate’s idiosyncrasies are proverbial. Here was a Scot taking the 
methods of an Englishman, Henry Bessemer, to wrest from Great Britain 
world leadership in steelmaking. 

The career of Andrew Carnegie is typical of the success stories of many 
of our leading industrialists under the American system of wide-open 
opportunity. At the age of twelve, in 1848, he was brought from Dunferm¬ 
line, Scotland, to Allegheny City, Pennsylvania, and shortly thereafter 
went to work in Pittsburgh. There could hardly have been a more humble 
beginning. The family was poor. Andrew Carnegie had neither influential 
friends nor training. His start was truly from scratch. 

From a job as messenger boy he soon mastered tlie new technique of 
operating a telegraph key. Then the Carnegie luck began to run. His 
work came to the attention of an older man whose affairs had already 
begun to prosper-Thomas A. Scott of the Pennsylvania Railroad. In 1859 
when Scott was promoted Carnegie succeeded him as Superintendent of 
the Western Division. 

By this time it had become apparent that this little Scot was no mill-end 
product. He had begun to show his qualities. He possessed a self-confi¬ 
dence that was appalling. He sought responsibilities with the same ardor 
that most persons use in avoiding them. He could make clear-cut deci¬ 
sions in a forthright manner and, what was more, make them right. 

In our expanding economy Carnegie saw the power of investment capi¬ 
tal. He set about getting some. Like many other successful men he started 
in business as a chance taker. His first venture was at the instance of 
Scott. Carnegie purchased ten shares of stock in the Adams Express 
Company, having borrowed the necessary funds upon the security of his 
little family home. 

Shortly thereafter the vagaries of luck put him on the same train as 
Theodore T. Woodmff. The latter showed Carnegie a model of his new 
invention-a sleeping car. Again the would-be capitalist borrowed a few 
hundred dollars and took a one-eighth interest in the venture. The project 
bloomed to success and its profits gave him a start with a small pool of 
capital. 

About this time Drake had just brought in his first oil well and we 
find Carnegie with some associates buying the Storey farm in the Oil 
Regions. Luck was running stronger now. These venture capitalists struck 
oil. Profits began to roll in. Accordingly in 1865 Carnegie resigned from 
the Pennsylvania Railroad to retire and take it easy at the ripe old age 
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Samuel F. B. Morse in his workshop 
Courtesy of the Western Union Telegraph Company 
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Landing of the first permanently successful Atlantic cable in 1866 at ffearts Content, Newfoundland 
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Scene in biiilclmg Pacific Hailroad 
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An early oil rciincry 
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View of modern oil refinery—fractionating unit and storage tank 

Photo by CoTsmi. Courtesy of the Standard Oil Company (N. J.) 
























Telephone switclihoard in Milwaukee in 1883 
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The Langley “Aerodrome*' before launching from houseboat on the Potomac River. 
It met disaster in. final attempt at power sustained flight just a few weeks before 
the triumph of the Wrights. 

Courtesy of the Smithsonian Institution 
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From the little one room shop (above) there has grown the world’s largest integrated 
company-plant "city”—the River Rouge plant of the Ford Motor Company. 

Courtesy of the Ford Motor Company 
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Guglielnio Marconi at the receiving set at St. J 0 I 111 .S. New£c)iinfl]iind. December, 1901. 
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David Sarnoff at the start of his career, in 1912, working 
as a wireless operator at Wanamaker’s Radio Station. 
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operating costs. Finally, and perhaps most important of all, he had Cap¬ 
tain Bill Jones. 

As a head production man at the Edgar Thompson Works, Jones was 
one of the most colorful figures in this spectacular industry. He was a 
tffo-fisted, hard-hitting, practical steelmaker who possessed qualities of 
leadership that caused men under him to perform almost beyond tlie 
limits of human capacity. Jones improved the Bessemer converter and 
developed the Jones mixer. He trained and taught men who would later 
lead the industry, among them a likeable go-getter named Charles M. 
Schwab. In subsequent years the proudest boast of a steel executive was 
that he had been trained by Bill Jones. When offered a partnership inter¬ 
est by Carnegie, Jones refused it but a.sked for a “Hell of a big salary.” ^ 
Carnegie gave him the same n.s that of the President of the United States. 
This points to another one of Carnegie's basic policies. When asked by 
a parsimonious banker how he could afford to pay his men so well, he 
replied, "I can’t afford to pay them any other way.” * 

When Carnegie and Jones really got started, the steel industry sat up 
and took notice. At production Bill Jones was a miracle man. As a salesman 
Carnegie had no equal. Besides an armor-plated self-confidence he pos¬ 
sessed a flair for dealing with big men. He called on Vanderbilt, Gould, 
Huntington, and other railroad leaders, usually coming away with huge 
orders for rails. These accomplishments by a newcomer in the industry 
did not endear him to his competitors. Neither did the fact that he dis¬ 
liked the pools which the industry arranged for dividing up the rail 
business. Carnegie believed that Bill Jones could make steel cheaper and 
that he, Carnegie, could sell more of it than any of his competitors. Why 
then should they tie themselves to less capable operators? 

From this time on it was a constant progression of building with men 
and equipment. Andy’s passion for the most up-to-date plant and ma¬ 
chinery is said to have prompted him repeatedly to remark at annual 
meetings, ‘Well, what shall we throw away this year?” • Frequently new 
and costly equipment would be scrapped if something better were sud¬ 
denly discovered. At all costs they must make steel cheaper. The de¬ 
velopment of the steel business after 1870 was in effect more the coming 
in of a new industry than the expansion of an old one. The process of 
manufacture was new and the principal uses of the product were new. 
Perhaps this is one of the reasons why Carnegie so outdistanced his more 
seasoned competitors. 

While Andy was peddling rails from one office to another, his future 
partner, Henry Clay Frick, was buying up coal lands around Connells- 
ville, Pennsylvania, and building little coke ovens. He also found the 
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depressed years following 1873 advantageous to his plans of acquisition 
By 1881 Frick controlled nearly 80 per cent of the Connellsville coke but 
was heavily in debt. Carnegie sensed the great value of this supply of 
raw material. Accordingly he purchased from Frick a control of the^ex- 



Early Bessemer converter in action 
Scientifie American, August 30, 1879 


tensive coal deposits and induced Frick to join the Carnegie team. This 
put Carnegie one large jump ahead of his competitors. 

proportions did not occur until the panic of 
lass. In the meantime, the Merritt brothers of Duluth had discovered 
e great Mesab iron ore deposits lying to the northwest and north of 
a e uperior. ^is was one of the world’s greatest mineral treasures, 
e ore was rich, comparatively soft in quality, and lay in large exposed 
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bodies. It was the answer to the iron miner’s dreams. No more hard, 
dangerous underground work. This Mesabi ore could be mined on the 
surface simply with huge steam shovels dumping ore directly into rail¬ 
road cars. 

The importance of the discovery was not at once apparent. While 
Carnegie and Frick bought some leases they were not overly enthusiastic 
about the area until a gentleman who could see beyond the horizon and 
around the corner took an interest. Following the crash of 1893 John D. 
Rockefeller moved into the Mesabi. At depressed prices he bought up a 
vast treasure of iron ore, remarking casually, “I was astonished that the 
steelmakers had not seen the necessity of controlling their ore supply." ® 

This act brought two of the great industrial giants of the day into what 
promised to be warfare without quarter. Carnegie as the leader in steel 
production could ill afford to have an outsider control his raw material. 
An even greater threat was the thought that Rockefeller with his enormous 
wealth and outstanding abilities might break into the steel business. 

One of Carnegie’s greatest qualities, however, was his capacity to adjust 
quickly to changed conditions. Instead of fighting, he made an ally of the 
invader. Rockefeller-Camegie leases were negotiated under which the 
Carnegie Steel Company had the right to mine ore on the Rockefeller 
properties; as partial consideration, Carnegie agreed not to seek other 
Mesabi sources of supply. Now through the Frick acquisition he con¬ 
trolled the largest and best supply of coking coal and through the Rocke¬ 
feller leases the greatest reserves in the world of high-grade, low-cost iron 
ore. There was no longer any question who was the czar of the steel 
industry. 

Meanwhile Carnegie participated in another technological revolution 
in the science of making steel. During the eighties and nineties our steel¬ 
makers had begun to employ the open-hearth process which within a 
generation was to lead all other me&ods, This name is something of a 
misnomer in that the device is not reaRy open but consists of a shallow 
hearth closed on the sides and covered on the top by a low reverberatory 
roof. The discovery of this method of producing steel was not as sudden 
or sensational as in the case of the Bessemer process. But it was a great 
achievement in a development which was coming increasingly to the 
fore-the alliance between pure science and industrial production. 

Here once more the modem world is under heavy debt to an English 
scientist bom and educated in Germany, Sir William Siemens, who had 
devoted himself to the study of principles of heat conservatiori and heat 
exchange. In the 1860’s he attempted to apply his conclusions to, the prac¬ 
tical matter of making steel, His problem, like Bessemer’s,' was one of 
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securing higher temperatures in molten pig iron for oxidizing the foreign 
elements, carbon, silicoft, phosphorus, and so forth. Siemens, howevw 
adhered to the traditional methods of applying heat externally to the iron 
mass rather than Bessemer’s revolutionary idea of generating heat inter¬ 
nally within the melted iron. 

Siemens realized that under former practice waste gases were carrying 
away a precious supply of heat units. Hisf studies had convinced him that 
if in some way this waste heat could be utilized he could obtain higher 
temperatures in the molten metal. To accomplish this he evolved a system 
using a gaseous fuel and regenerative chambers for recapturing the heat 
of the waste gases. ° 

Under the Siemens’ open-heartli process waste gases pass from the com¬ 
bustion hearth into large chambers containing latticed stacks of fire bride. 
Heat passes from the gases into the brick. Then, having diverted from such 
chambers the flow of waste gas, new fuel gas and air are driven through, 
absorbmg heat from the fire brick. In this pre-heated state the gas and air 
pass into the hearth and are ignited in a flame which fans out over the' 
melted mass of iron and scrap to be treated. A higher temperature is thus 
secured than when using cold gas and cold air. Heat units have been trans¬ 
ferred successively from waste gases to fire brick, to the new fuel supply, 
and Aen to the molten iron. By employing two chambers alternately, first 
for absorbing heat from the waste gases and then for transferring it to the 
fuel gas and air, Siemens obtained a continuous process. It was also found 
that the addition of small charges of iron ore to the molten pig iron and 
scrap increased oxidation. 

The process is much slower than the Bessemer, taking hours as com¬ 
pared to minutes. Its advantages lie in a higher degree of flexibility and a 
more ^ective wntrol of metaUurgical reactions. The ’^asic” open-hearth 
me ^ 0 , using limestone in the mixture and a basic or alkaline hearth, was 
particularly effective in refining certain phosphoric iron ores available in 
^eat quantities in America. Consequently the adoption of the open- 
hearth process in this country proceeded'rapidly. By 1908 open-hearth 
stee led Bessemer and in 1910 some sixteen million tons of the former were 
poduced as compared to a little more than nine million tons of Bessemer. 
With these two processes in use our steelmakers were prepared to meet 
ost any requirement in quality of steel as well as the quantities needed 
by our growing industries. 

As the turn of the century was reached Carnegie could look back with 
a sense of accomplishment on his twenty-seven years in the steel business. 

IS comply alone was making four million tons of steel per year edm- 
pared with the total for Great Britain of five million. It had assisted in the 
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improvement of production methods whereby the price of steel rails was 
reduced from $166 to $18 per ton. He had started from scratch and seen 
the profits of his enterprise grow to $40 million per year. 

At this point Carnegie made an important decision. He would sell the 
Carnegie Steel Company. He would retire, travel, and amuse himself, 
leaving to others the battlefield which he, as the Little Corporal, had so 
long dominated. To dispose of the great property worth upwards of $300 
miHinn was, however, no simple task. The solution was worked out when 
J. Pierpont Morgan became the purchaser of the Carnegie Empire. The 
means used was the creation of a huge consolidation-the United States 
Steel Corporation. 

Up to just what point and to what degree Carnegie directed the events 
that led to Morgan's purchase it is difficult to say. It is easy and dramatic 
to see in them the cleverest kind of salesmanship by one who had shown 
himself a past-master in the art. On the other hand Morgan, who needed 
no guardian, was striving toward certain goals which he believed would 
be constractive for the steel industry. It was not only a successful sale on 
Carnegie’s part but as time was to prove, a profitable purchase on Mor¬ 
gan’s. 

Some years previously J. P. Morgan & Co. had financed a consolidation 
of companies in the steel tube business. This National Tube Company, 
with some nineteen plants capitalized at $80 million, dominated the 
market in its field. As the year 1900 approached the steel industry be¬ 
came agog with rumors that converting companies such as the National 
Tube were going to start making their own steel. Up to that time the basic 
steel had been purchased from the Carnegie and other producing com¬ 
panies. Whether there was any real basis for suspecting that National Tube 
was contemplating such a move, it is difficult to say. Therefore Carnegie’s 
next move is susceptible of different interpretations. He may have been 
simply acting defensively in a field of competitive warfare. On the other 
hand it is possible that he himself was taking the offensive. 

In any case Carnegie and Charles M. Schwab, President of the Carnegie 
Company, let it be known that the Carnegie Company would soon depart 
from established policy and go into the tube business. They proposed to 
erect the largest and most modern of tube mills at Conneaut on Lake Erie. 
This was bad news to Morgan and the National Tube people. They knew 
Carnegie to be a ruthless and unpredictable competitor. It was a threat 
of war. 

Subsequently, in an investigation, both Carnegie and Schwab protested 
naively that they had never heard of any threat to the National Tube. Said 
Carnegie, "All of this is new to me. I never heard of it before.... Of course, 
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you must remember that the tube works (National) were very old, and 
had been running for a long while, and this project of ours was a total 
departure.” ’ 

Next the curtain goes up on a select dinner party of leading businessmen 
given by J. Edward Simmons at an exclusive uptown New York club. Care 
had been taken to see that Morgan and some of his associates would attend. 
The principal speaker was Charles M. Schwab who with the spoken word 
was to the business world what Bryan was to the political. Schwab, as 
Carnegie’s Chief of Staff, obviously addressing himself to Morgan, de¬ 
scribed in glowing terms the great strength of the Carnegie Company. He 
then went on to paint in vivid colors what a wonderful future there would 
be in further integration and organization of the steel industry. The seed 
fell upon good ground. Shortly thereafter Morgan sent word to Schwab 
that he would like to talk things over. 

It was Morgan’s custom to hold important conferences in his hbraiy. 
There, surrounded by priceless works of art, this forceful leader of banking 
and industry would tackle his problems. In this sanctum combinations 
were decided upon, tottering banks were saved, and constructive forces 
mobilized against panics. Banking and business in this country had a 
leader of outstanding and forceful capacity. This leadership was widely 
recognized. Morgan’s judgment was far-sighted. His integrity was un¬ 
questioned. He had a capacity to make prompt, clear-cut, and courageous 
decisions. The priceless ingredient, however, was his sense of responsi¬ 
bility. In time of trouble he was willing to give unstintedly of himself and 
his resources in the common cause. 

This particular meeting lasted from late in the evening until dawn. 
Schwab again pictured the advantages and profits which would come 
from a comprehensive integration of the steel industry, by bringing the 
converting companies into the same control as the Carnegie Company 
with its reserves of coal, iron ore, shipping, and steel producing capacity. 
These converting companies made end products such as pipe, shapes, 
plates, etc., buying their raw material, steel, from large producers. 
Morgan listened and questioned and then listened some more. Finally 
he said tersely, “Well, if Andy wants to sell. I’ll buy. Go and find bis 
price.” ® 

Schwab went to Carnegie and the two conferred. In negotiations of this 
kind Carnegie could take care of himself. He proceeded to. Previously 
he had indicated a willingness to sell the whole Carnegie Company for 
$320 million. During the intervening time, however, its profits had gone 
up almost 25 per cent. Carnegie increased his price by that amount. He 
scribbled down on a piece of paper $400 million. Schwab hurried with this 
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to Morgan who was never given to horsetrading and beating around the 
bush. His answer was characteristic. Without qualifying adjectives, or 
hedging phrases, it was simply a gruff, unequivocal, “I accept.” 

In the meantime the Morgan office, “The Corner,” was a hive of activity. 
It was necessary to make a deal with each of the other companies involved 
in the grandiose plan. Elbert H. Gary of Federal Steel was called in as 
were the best legal brains of New York. Gary later testified, “The first 
proposition was as to whether or not we would organize a complete 
corporation which should be self-contained, which should be in a position 
to operate at the lowest cost of production and which would have suffi¬ 
cient finishing mills and sufficient capital to be able to compete with other 
manufacturers throughout the world. ... It was on that basis we started 
this organization; it was on that basis we finished it.” ® 

The resulting combination, the United States Steel Corporation, was 
the climax to a period of corporate consolidations. It was a consolidation of 
consolidations. Its great size and concentration of power at once flattered 
the vanity and shocked the conscience of the American people. There were 
put together under one operating control the following companies; Car¬ 
negie Steel, Federal Steel, National Steel, American Bridge, American Tin 
Plate, American Steel Hoop, American Sheet Steel, American Steel and 
Wire, and National Tube. The new company had everything from iron ore, 
coal, steamship lines, railroads, and steel mills, right through to finished 
products. The 78 blast furnaces had an annual capacity of 7,400,000 tons 
of pig iron, or about half of the total in the United States. Of finished steel, 
the various plants could deliver about 7,700,000 tons per year. 

Against this aggregation of assets the company was capitalized as 
follows: 

Bonds $304,000,000 

Preferred stock 550,000,000 

Common stock 550,000,000 

$1,404,000,000 


For the Carnegie Company there was paid the original selling price 
of $400 million plus a block of common stock subsequently added so that 
the total was approximately $492 million. Carnegie took his share entirely 
in bonds and received about $225 million. 

While this was a great accomplishment for Morgan, the event did not 
escape criticism. As thus launched the United States Steel Corporation 
was burdened with a heavy capital load. It was not the conservative, 
down-to-the-rails financing for which James J. Hill was noted. A great 
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organizing job remained to be done. A multitude of plants must be inte¬ 
grated into an effective whole. Strong-headed, two-fisted steelmakers must 
be welded into an effective executive staff. Outside businessmen observed 
tlie enterprise with some skepticism. 

Subsequent developments served to confound these critics. Elbert H. 
Gary as head of this new industrial giant was able gradually to integrate 
its properties and perfect its management. The soaring demand for steel 
products in the twentieth century enabled the company to develop earn¬ 
ings commensurate with its capital. The Mesabi iron ore deposits and the 
Frick coking coal beds proved of enormous value. Morgan’s vision and 
courage had been justified. 

As far as Andrew Carnegie’was concerned the sale of his company to 
the United States Steel Corporation was the final chapter of his great ad¬ 
venture in the field of business. It is related that shortly after completion 
of the deal he called on Morgan before leaving for the Riviera to say: 
“Now, Pierpont, I am the happiest man in the world. I have nn1n a d» d this 
burden on your back and I am off to Europe to play.” This statement 
might well have been challenged. Carnegie did not appreciate how happy 
his retirement had made some of his competitors! 



XXIX. 


the electric age 


T. years from 1870 on were fruitful for the minds 
of men bent on discovering what makes the universe tick. Self-taught 
American engineers were coming to understand and apply some startling 
rules of natural phenomena. They began better to perceive the qualities of 
that mysterious thing called electricity, which Morse had successfully put 
to work about a generation before with his telegraph. By virtue of these 
discoveries, witliin a short span of years our people were given the tele¬ 
phone, electric lighting, and electric power. 

Important in this connection was America’s centennial year, 1876. Dur¬ 
ing these twelve months Alexander Graham Bell exhibited his crude tele¬ 
phone apparatus, Charles Francis Brush began work on a dynamo for arc 
lighting, and Thomas Alva Edison opened his miracle-producing labora¬ 
tory at Menlo Park, New Jersey. 

The development of electric lighting followed two sharply differentiated 
channels. The first to be successfully worked out was the arc light, pro¬ 
duced by passing an electric current across the small gap between two 
pencils of hard carbon.> The other, more familiar to us of today, was the 
incandescent light, achieved by directing a current through a lament of 
some fine, highly resistant medium enclosed in a sealed glass tube or bulb. 
Brush, Wood, Thomson, and Houston were active in perfecting the arc 
light. Edison was the inventor of a practical system of incandescent 
lighting. 

The phenomenon of the electric arc was not a new discovery. Beginning 
with Sir Humphrey Davy, as early as 1801-1809 a series of scientists in 
Europe had begun to speculate about its nature. Its application for light¬ 
ing necessarily awaited the development of a practical means of generat¬ 
ing electric power. Davy and his immediate successors were limited to the 
pitifully small currents obtained from voltaic batteries. Had the science 
rested there, we should not have known an electric age. 

The doors of a new world were opened in 1831 when Michael Faraday, 
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English bookbinder turned physicist, unlocked the secret of the induced 
electric current. “One form which this experiment took was that of rotat¬ 
ing a copper disk, between the poles of a powerful electric magnet. He 
then found that a conductor, the ends of which were connected respec¬ 
tively with the center and edge of the disk, was transversed by an electric 
current. This important fact laid the foundation for all subsequent in¬ 
ventions which finally led to the production of electromagnetic or dynamo- 
electric machines.” ^ Faraday had come upon the basic principles of the 
modern electric generator and the electric motor. 

Faraday’s discoveries inspired the minds of other scientists. In 1856 
F. H. Holmes built a magneto generator sufiBciently workable to be in¬ 
stalled in the Dungeness lighthouse. Some years later Dr. Antonio Pacinotti 
evolved the theory of ring winding for armatures. Finally, in 1870, 

Z. T. Gramme, working independently, produced a practical ring-wound 
dynamo and shortly made it self-exciting. By these steps the generation of 
electricity was taken out of the field of mere laboratory experiment and 
made available for commercial pse. 

One of the first applications was in arc lighting. A Russian army oflBcer 
and a young American engineer led in this development. In 1876 Paul 
Jablochkov, experimenting in Paris, had invented what was called an 
"electric candle,” consisting of two carbon rods placed side by side to 
yield a small arc between their exposed tips. That same year in Cleveland, 
Ohio, a vigorous young mind endowed with the curiosity which frequently 
spells genius was giving thought to this same idea. 

Charles Francis Brush, a recent graduate from the University of Mich- 
igan, undertook to build an effective dynamo and practical arc light. His 
employer, George W. Stockly of the Cleveland Telegraph Supply Com¬ 
pany, assisted him with the understanding that if Brush were successful, 
tile supply company would manufacture and seU arc lights in addition to 
its regular line of electric bells and telegraph instruments. 

Within a few months Brush produced a good dynamo and somewhat 
later an arc light in which the arc was automatically controlled. When he 
tried to operate several such lamps in a series he encountered the obstacle 
that if one light failed, the entire current went out. Brush, realizing the 
necessity of solving this problem, tackled it with all his energy. He suc¬ 
ceeded. Withm two years he developed a regulating shunt coil which 
would by-pass the flow of current around a disabled lamp. This accom¬ 
plishment opened the way to cential station operation. Such was the birth . 
0 e ectnc ig ting in America, achieved through the groping experiments 
of an mexperienced engineer with the assistance of a little venture capital 
from the still very new telegraph industry. 
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From this time onward the pace accelerated. Scientists, mechanics, and 
businessmen began experimenting with arc lamps. For this purpose, 
Thomson, Houston, Wood, and others made crude little dynamos, first 
for demonstration and then for commercial use. In 1878 John Wanamaker’s 
store in Philadelphia attracted great crowds to a window featuring an 
installation of arc lights colorfully described at the time as “miniature 
moons on carbon points, held captive in glass globes.” “ 

Meanwhile Edison with a group of associates in Menlo Park had under¬ 
taken a series of experiments looking toward the invention of an electric 
light operating on the incandescent principle. With the help of Grosvenor 
P. Lowr^, a New York lawyer, the Edison Electric Light Company was 
organized and financial backing provided for Edison's work. The target 
of his research was to secure a practical filament for incandescent lighting 
and a means whereby its illuminating life could be prolonged. After 
months of disheartening experiment, success was finally attained. “Edi¬ 
son’s invention was practically made when he ascertained the theretofore 
unknown fact that carbon would stand high temperature, even when very 
attenuated, if operated in a high vacuum, without the phenomenon of 
disintegration.” “ On October 19,1879, an incandescent bulb containing a 
filament of carbonized cotton thread started a continuous run of some 
forty hours. Edison and his little group of workmen were thrilled. Well 
they might have been. This invention was one of man's greatest, achieve¬ 
ments in applied science. The business world shortly would embark on 
great new enterprises as Edison's little incandescent light was carried into 
millions of homes and to remote comers of the earth. 

Adding drama to these achievements was the competition which de¬ 
veloped between the two basic systems, the arc lamp and the incandes¬ 
cent bulb. The former, of course, was earlier in the field. The first concern 
to offer a public electric lighting service was the California Electric Light 
Company in 1879, employing Brush arc-light equipment. Late in 1880 the 
Bmsh Electric Light and Power Company installed arc lamps for about 
three-quarters of a mile along Broadway in New York City. This met 
with great popular interest. 

Concurrently there was organized in December of 1880 the Edison Elec¬ 
tric Illuminating Company of New York, which undertook to install an 
Edison system for buildings in lower New York. This first commercial 
application of the incandescent light called for comprehensive pioneering 
work. Not only did Edison perfect the incandescent light bulb, he also 
designed and manufactured his own dynamos, current-carrying conduits, 
standard bulb sockets, and current meters. These early workers in electric-i 
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ity had to be at once both theoretical and practical. They must invent, im¬ 
provise, manufacture, and apply. 

This system for the “First District” was to be the crucial test for Edison. 
While he was struggling with his problems there was the Brush arc light 
installation on Broadway to taunt him with its success. 

It was all so new and the paths so uncertain that for Edison and his 
associates trial and error was the only method. Much of it was error. Take 
die case of the inadequately insulated conduits under the New York streets. 



The dynamo room of Edison's Pearl Street station 
Courtesy of the Thomas Alva Edison Foundation 


One day when these were being tested a thoroughly alarmed passerby ran 
to Edison’s men shouting, “Your electricity has got into the pavement up in 
Fulton Street and all the horses are dancing.”* Actually this was true in 
one spot due to a leakage of current. 

When the time came, on September 4,1882, to turn on current for the 
full system the suspense was great. All the work of Edison and his asso¬ 
ciates for the long trying years hung in the balance. Was their brain child, 
die incandescent bulb, about to open a new industry, to light shops and 
homes all over the world? Or would their rival, the arc lamp, be the 
illuminant of the future? 
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Well, it worked! The fragile, odd-looking, small glass bulbs lit up the 
Quarters of some fifty-nine proud but somewhat astounded customers. 
These included Drexel, Morgan & Co., the Herald, the Times, and Sweet’s 
restaurant on Fulton Street. Edison had proved the commercial prac¬ 
ticability of his system. This was the same year that Rockefeller launched 
his Standard Oil Trust erected on a base of lighting by oil lamps. Could 
John D. have foreseen that Edison’s strange little glass gadget was des¬ 
tined to push oil lighting into the back woods he might have lost some 
of that equanimity for which he was famous. 

It is interesting to note that not only was Drexel, Morgan & Co. among 
Edison’s first customers but also that partners of the firm became financially 
interested as well. Morgan and associates subscribed $500,000 of the $1 
million needed to start an Edison company for uptown New York and also 
took part in financing the Boston Edison Company. 

At this time a couple of New England businessmen became interested 
in electric lighting. Silas A. Barton and Henry A. Pevear of Lynn, 
Massachusetts, succeeded in bringing together a small group which in¬ 
cluded Charles A. CoflBn as well as Professors Thomson and Houston. In 
1883 they formed the Thomson-Houston Electric Company and having 
purchased the American Electric Company of New Britain moved its small 
factory to Lynn. This concern was the direct ancestor of the great General 
Electric Company of today. 

Both arc lighting and the Edison incandescent system met with grow¬ 
ing success. Installations were made in stores, plants, and communities all 
over the country. Cities vied with one another to become early posses¬ 
sors of an electric system of lighting. Prominent citizens throughout the 
country considered it a legitimate boast that their homes and ofiices were 
illuminated with a few incandescent bulbs strung in a primitive manner 
from walls or ceilings. The Brush Company and Thomson-Houston, each 
of which had first concentrated on arc lighting, gradually took up incan¬ 
descent systems as well. 

While the business of installing lighting systems was sweeping the 
nation, technological advances likewise made great strides. One of the 
most far-reaching of these was the adoption of alternating current for 
common usage. As in the case of the two basic systems of electric light¬ 
ing, this also precipitated a great competitive battle commonly referred 
to as the “War of Currents” between those who had faith in the use of 
alternating current and their opponents like Edison who nailed their flags 
to the mast of direct current. 

Direct current had been employed both for the arc and incandescent 
systems in the early installations. Yet its use involved certain restrictive 
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technical limitations. With the low voltage employed economical trans¬ 
mission of power was not possible for distances beyond a few miles. Ob¬ 
viously this was a serious obstacle. Consequently both here and abroad a 
few inquiring minds were speculating about the possibility of greater 
flexibility in Siat still mysterious thing-the alternating current. 

Among these were two Americans who were to make important con¬ 
tributions to this new cause, George Westinghouse and William Stanley, 
Westinghouse in Pittsburgh had already attained prominence for his 
achievements in the field of the railroad air brake, transmission of natural 
gas, and machinery manufacture. Stanley, a young man not yet in his 
thirties, had one of the ablest technical minds of the period. Both had 
become enthusiastic about the prospects for alternating current. 

The crux of the problem was to perfect a device for conveniently rais¬ 
ing and lowering voltages, depending upon whether the current was under¬ 
going transmission or being used for lighting. A Frenchman, Gaulard, 
and an Englishman, Gibbs, had already worked out such a transformer. 
Westinghouse acquired the American rights to their patents and sent 
Stanley into the quiet of the Berkshires to experiment with improvements. 
He was successful and the year 1886 saw the first installation of an alter¬ 
nating-current lighting system. At Great Barrington, Massachusetts, Stan¬ 
ley installed his transformers, first to raise a 500 volt current to 3OO0 volts 
for transmission, and then to reduce it to 500 for lighting. Thenceforward 
the Westinghouse Electric and Manufacturing Gompany was to grow with 
the industry and to become one of the industrial giants of the twentieth 
century. A few years later Stanley established his own company at Pitts¬ 
field, Massachusetts. Meanwhile ihe issue of direct versus alternating cur¬ 
rent precipitated bitter controversy. Edison’s followers loudly denounced 
alternating current as dangerous to life and unfit for common usage. In this 
they were wrong. Gradually the application of alternating current spread 
as its greater flexibility and equal safety became apparent. 

While the installation of electric lighting systems was sweeping the 
country another development had occurred which did not receive proper 
acclaim at the time. This was the introduction of the electric motor. As we 
have already noted the first interest of our people was in using electricity 
as a source of lighting. That it could also be employed as a source of power 
aroused only secondary attention. 

In early work with the dynamo an extraordinary fact was discovered. It 
was found to possess a dual personality. If instead of turning the arma¬ 
ture by outside mechanical power to produce a current of electricity, the 
process were reversed and a current of electricity from another dynamo 
introduced into the armature, the latter would revolve and mechanical 
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motion become the end product. The weird device was at the user’s option 
either a generator or an electric motor. 

One of the first persons in the United States to adapt this dynamo-in¬ 
reverse or electric motor to practical work was a young engineer, Frank 
J. Sprague, who had been assisting Edison in perfecting a lighting system 
at Brockton, Massachusetts. Sprague was carried away with this new 
conception of transmitting power over wires to turn remote wheels and 
operate distant machinery. 

Accordingly he withdrew from the Edison organization and lauched a 
business enterprise to commercialize electric power as a motive force. This 
was the Sprague Electric Railway and Motor Company which sponsored 
the industrial debut of the electric motor in New England textile factories. 
More challenging to Sprague, however, was the field of traction, as it had 
also been to other enthusiasts such as Edward M. Bentley, Walter H. 
Knight, and C. J. Van Depoele. In this field Sprague made a distinguished 
contribution by overcoming many technical problems and by putting 
into operation a successful trolley car system at Richmond, Virginia, in 
February, 1888. Thenceforth the expanding use of electric motors for 
transportation and for turning factory wheels would show a growth sim¬ 
ilar to that of electric lighting. 

These were great developments all to occur within the short space of 
about a decade. There was something of strong imaginative appeal in this 
new field of electricity. It was natural tlierefore that it should attract the 
attention of many inventors. Thus a growing confusion developed in con¬ 
nection with patent rights, especially those relating to the incandescent 
light. 

Edison had consistently maintained that his patent on incandescent 
lamps was exclusive. Nevertheless Thomson-Houston and various small 
manufacturers were making and selling them in aggressive competition 
with the Edison Electric Light Company. Smarting under the ill efiects of 
this situation Edison brought suit for infringement against the United 
States Electric Lighting Company in 1886. After several years of delay and 
hearings of extraordinary length the United States Circuit Court of Ap¬ 
peals in October, 1892, confirmed Edison’s contentions. It declared his 
patent on the incandescent light involved original discovery and was 
supreme. 

There were other areas in which patent questions arose and posed ever¬ 
growing problems. It had gotten so that neither the Edison General Elec¬ 
tric Company, nor the Thomson-Houston Company, nor for that matter 
any of the manufacturing companies, could offer complete and effective 
installations without raising questions of patent infringement. The situa- 
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adequate financial resources. In the scramble for business both the Edison 
Company and the Thomson-Houston Company had extended credit to 
the bursting point. From shaky little local electric companies they had 
accepted notes and stocks in payment for equipment. More serious was 
the fact that they had endorsed notes of struggling companies. When the 
stress of 1893 came many of these could not fulfill their obligations. Such 
defaults pyramided upon the new General Electric Company. Under the 
strain of panic banks were demanding payment. With curren'i liabilities 
of over $10 million including upwards of $3 million of endorsed paper 
and with only about $1,294,000 in cash the company faced a serious 
situation. 

Confronted by these necessities CofiSn proposed an unusual plan. The 
General Electric Company had something over $12 million par amount 
of the stocks and bonds of local electric companies taken in part pay¬ 
ment for equipment. He proposed to offer these securities to General 
Electric stockholders at one-third the stated value, such option to be 
exercisable when the country’s financial difficulties ceased to be critical. 
Meanwhile the company’s bankers underwrote this offering for an imme¬ 
diate advance of $4 million. The new General Electric Company was thus 
given the means that enabled it to survive the panic of 1893. Thereafter 
credit policies of the company were more realistically adjusted to the 
capacity of customers to pay. 

The early nineties also witnessed another great event in the growth of 
the electrical industry. This was the construction of our first large hydro¬ 
electric project. For almost half a century engineers and businessmen of 
western New York State had been searching for means to utilize the titanic 
power of Niagara Falls. It was easy enough to harness this power at the 
site with water turbines. The real problem was how to make it available 
for a broader field. Various solutions were proposed. One intrepid adven¬ 
turer even planned a mammoth drive shaft to run across the upper part 
of the state from which factories from Buffalo to Syracuse would get 
power. 

As our engineers began to understand the principles of the electric gen¬ 
erator and the transmission of electric current, it became apparent that we 
had at last come upon a practical method for making Niagara power use¬ 
ful over wide areas. Accordingly the Niagara Falls Power Company was 
organized under the sponsorship of men like William Rankine, Francis 
Lynde Stetson, and J. P. Morgan. Much scientific controversy developed 
concerning the particular manner of generating and transmitting current. 
Even the great English scientist, Lord Kelvin, was consulted. In the end a 
keen competitive race resulted between General Electric and Westing- 
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house. Finally the Cataract Construction Company awarded ttie contract 
to Westinghouse for the installation of three turbogenerators of over 5000 
H.P. each. 

The job of building a transmission line to Buffalo was given to General 
Electric. When completed the enterprise provided the country with the 
new pattern of modem power generation and distribution. The current 
was generated at Niagara at 2000 volts and was raised to 10.000 volts for 
transmission over twenty-six miles of wire to the city of Buffalo, where 
it was stepped down in voltage to be used for electric lighting,’ trolley 
cars, and factory power. A major triumph had been achieved. Henc^ 
fordi power was to be freed from the binding limitations of local applica¬ 
tion. It would be produced where most economical and taken over slender 
copper wires to distant homes and factories. No other industrial accom¬ 
plishment better sets off this miraculous age from those which went 
before than the coming in of the modern electrical industry. 



XXX. 


THE TELEPHONE 


Financing BelVs Invention 


J.HE lot of the venture capitalist is frequently not 
a happy one. Back in the spring of 1876 there were two in State of 
Massachusetts who were worried. Gardiner G. Hubbard of Cambridge 
and Thomas Sanders of Haverhill had been backing a young professor of 
“vocal physiology” in his experiments to perfect a so-called “harmonic 
telegraph.” The would-be inventor was Alexander Graham Bell. The cause 
of wony was that Bell had so many revolutionary inventions crowding 
his mind that these conservative New England capitalists thought he 
would never concentrate on any one long enough to complete it. When 
Bell would murmur something about his idea of transmitting the human 
voice over an electric wire, they told him to stick to his knitting and com¬ 
plete the harmonic telegraph. Bell, however, unwittingly circumvented 
diem. He concentrated on the harmonic telegraph only to produce the 
telephone. 

On a sultry day in June, 1875, in a stuffy garret at 109 Court Street, 
Boston, Massachusetts, Bell and his assistant, Thomas A. Watson, were 
tinkering with a telegraphic device which, using the principle of sym¬ 
pathetic sound vibrations, was to send six or eight simultaneous messages 
over one telegraph wire. Progress was not encouraging. Even Bell’s abun¬ 
dant enthusiasm had reached a low ebb. Then, inadvertently, Watson 
made an unusual adjustment of the transmitter spring so that instead of 
the interrupted current they had been using there was maintained an 
unbroken one. When Watson caused this spring to vibrate in the un¬ 
broken circuit over the pole of its electromagnet, Bell at tiie receiving 
end caught the sound with his extremely sensitive ear for pitch. He cried 
out, “What did you do then? Don’t change anything. Let me seel” ^ What 
Bell saw confirmed the idea which had so long tormented him. “If I 
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could make a current of electricity vary in intensity, precisely as the ait 
varies in density during the production of a sound, I should be able to 
transmit speech telegraphically.” * Bell knew that if one sound could be 
sent over a wire, others could likevdse be transmitted. This incident in 
the experiment with the harmonic telegraph provided Bell with the key 
to the telephone. The subsequent development of an instrument in crude 
form for both transmitting and receiving took time but did not raise 
insurmountable problems. 

In early 1876 the scene shifted from Bell’s workroom in Boston to the 
nation’s capital. Here in the prosaic atmosphere of the Patent Qffice two 
totally unrelated series of events affecting the telephone converged. 



Bell's first telephone transmitter 

Courtesy o£ the American Telephone and 
Telegraph Company 


For several years Elisha Gray, a trained electrician, had been working on 
his theory of the electric transmission of electrotones and musical tones. 
On February 14,1876, believing he had successfully solved the problem, 
he filed at the Patent OflBce a caveat for the invention of a telephone. 
Great was his consternation to discover that just a bare two hours before 
Alexander Graham Bell had filed a patent application. Letters patent 
were granted to Bell. Gray was denied. 

In October of 1876 Bell proved the practicability of his telephone over 
a two-mile telegraph wire between Boston and Cambridge, owned by 
the Walworth Manufacturing Company. The excellent results were the 
subject of a leading article in the Boston Advertiser, Bell and his associates 
were now convinced that they had an invention of practical value. Obvi¬ 
ously, however, they had no conception of its potentialities because we 
find Gardiner G. Hubbard offering it for the sum of $100,000 to that great 
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eiant of the telegraphic world—the Western Union. Much was their cha- 
^ when officers of that company rather superciliously declined the offer. 
Within two years these same officers were of a different mind, for the 
telephone patents were worth millions. Then they were not for sale. 

About diis time Bell, who had drawn heavily on Sanders and Hubbard, 
was finding it difficult to pay the expenses of further experiment and 
perfecting of apparatus. He chanced, however, upon a slender source of 
revenue. In Salem he had given a lecture demonstrating the new appa¬ 
ratus. Bell and his gadget were a sensation. Soon lectures were scheduled 
in other cities, always playing to capacity. 

The routine was simple but effective. Several of the telephone instru¬ 
ments were placed at various points in the hall as well as on the stage, 
somewhat as we do radio amplifiers today. These would be connected with 
some existing telegraph line and the faithful Watson, stationed some five or 
six miles away, would shout and sing into a transmitter. At a signal Watson 
would render “Hold the Fort,” “Auld Lang Syne,” or “Do Not Trust Him 
Gentle Lady.” Perhaps a cometist would play. The results would be mod¬ 
erately audible to the audiences which were thrilled at the seeming mira¬ 
cle. From these lectures came the first triclde of telephone revenue. 

In April of 1877 the first line exclusively for telephone use was built 
for Charles Williams Jr. of Boston. Others were demanded as people saw 
the advantages of this great forward step in the field of communications. 
Before long these single lines grew into networks connected through a 
simple central switchboard. In January, 1878, the first commercial tele¬ 
phone exchange was opened in New Haven, Connecticut. The public 
' p ppBptflnoB of the new device surprised even BeU and his associates. 
Licenses were granted to local companies for installing Bell telephones. 
Prospects seemed rosy. 

Into ffiis promising scheme of things there was suddenly thrown a 
wrench of no mean proportions. A bitter business war started. The officials 
of the Western Union had come to the conclusion that they had made a 
bad mistake in turning down the “toy” which Gardiner Hubbard had 
offered them. Either that or they had played the game which is frequently 
thou^t smart and not rarely proves to be the reverse of allowing the other 
fellow to do the pioneer development work. In any event Western Union 
decided to enter the telephone field. They formed the American Speaking 
Telephone Company and commissioned Thomas A. Edison to invent a 
transmitter. 

Now the picture changed with startling suddenness. Edison fulfilled 
his undertaking with such success that his transmitter was considered 
an improvement over Bell's. New telephone business began to go to the 
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Western Union Company. Furthermore the latter company started to carry 
open warfare into Bells own territory. Western Union bought contrd 
of certain local companies which were operating under Bell licenses, 
Things were looking rather grim for the Bell infant. 



CITY HALL, LAWRENCE, MASS. 
Monday Evening, May 28 

THE UlRACLE 

% 

Wonderful P discovert 


^ OF THE AGE ^ 

Phif, Ae Grftliatn Bellt assisted by Mr, Pi^derie A, 
Gower, will give an exhibition of his wonderful and 
niMtulous discovery The Telephone, before the people 
of Uwrenoe as a^ve. when Boston and Lawrence will 
be connected via the Western Union Telegraph and vocal 
and iratrumental music and conversation will be trans- 

iTlhc Cif “nSf audience 

I"” 

Cards of Admlaaion, 36 ceme 
Keserved Seati, 60 centa 
Sale of Beats at Stratton's will open at 0 oVlock, 


Facsimile of advertisement of a BeU lecture. At the outset 
mis^was the only way Bell could turn his Invention to 

Courtesy of the American Telephone and Telegraph Company 



Then anoAer turn of the Wheel of Fortune occurred. Francis Blake 
Drought to the Bfell Company a transmitter which was not only an im¬ 
provement on their own but an effective answer to Edison’s. The little 
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company again took the offensive. Suit was vigorously carried on against 
Western Union for infringement of the Bell patents. This engagement 
was settled by a conclusive victory for the Bell interests in November, 
1879. Western Union capitulated. An agreement provided that they 
would stay out of the telephone business and Bell would not engage in 
telegraph work. Bell was left dominating the telephone field. 

The financial and corporate record of these developments is one of 
almost kaleidoscopic change as a result of the enthusiasm which greeted 
ihe telephone and the rapidity with which it was adopted. At the outset, 
in February, 1875, there was simply an informal agreement under which 
Hubbard and Sanders agreed to put up money for Bell’s experiments. 
Interest in patents and profits were to be shared equally three ways. Later 
Bell’s patents were assigned to this group—Bell, Hubbard, and Sanders. 
This was the second step and the group which later induded Watson 
came to be known as the “Bell Patent Association.” 

As the business grew a more formal organization was indicated. Accord¬ 
ingly a declaration was filed in Massachusetts for the Bell Telephone Com¬ 
pany, Gardiner G. Hubbard, Trustee. The patents were assigned to Mr. 
Hubbard and the "Patent Association” ceased to exist. In August of 1877 
a total of 5000 shares were issued to Bell, Hubbard, Sanders, and Watson 
in a ratio of roughly 30 per cent each for the first three and 10 per cent for 
Watson, During this early promotional period Sanders was putting up most 
of the capital and staked his fortune in the sum of about $110,000 on the 
success of the enterprise. That took courage. 

In these formative years a business policy was laid down which became 
basic and was partly responsible for the later operating efficiency and 
prosperity of the American Telephone and Telegraph Company. This 
was the practice of leasing equipment rather than selling it. In these early 
years great pressure was exerted on Plubbard to sell instruments as this 
would have brought in a larger initial revenue. The new enterprise needed 
money desperately. However, Hubbard stood fast for his principles and 
insisted upon maintaining the policy of supplying equipment only under 
a leasing arrangement. His convictions on this subject had been derived 
from his experience as attorney for the Gordon-McKay Shoe Machinery 
Company, In that concern he had observed that the practice of leasing 
permitted a more effective maintenance control, developed a more inti¬ 
mate relationship with users, and in the end yielded higher aggregate 
profits. 

All this time the pressure of new business was mounting. People wanted 
the telephone in spite of its crude state. An early advertisement stated 
that telephones could be installed for distances up to twenty miles and 
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that “Conversation can easily be carried on after slight practise and with 
the occasional repetition of a word or sentence. On first listening to the 
telephone, though the sound is perfectly audible, the articulation seems 
to be indistinct, but after a few trials the ear becomes accustomed to the 
peculiar sound and finds little difficulty in understanding the words."* 
Growing business of course spelled the need for more capital. The first 
move in this direction was negotiated by Sanders early in 1878. He inter 
ested some fellow New England capitalists in putting up money for ihe 
farther development of telephone companies local to that territory. The 
Telephone Company was formed and capitalized for 
$200,000. One half of this stock was sold to raise $50,000 in cash and 
the balance went to the Bell interests as consideration for an exclusive 
right to operate under Bell patents in the New England States. Subse- 
quently a senes of corporations were formed as the business grew and 
additional capital was needed. 


When the Western Union war was on in 1879, there took place an im¬ 
portant reorganization. William H. Forbes and associates were put in 
control. This was a crucial period and in order to secure the adherence 
of new capital it had been necessary to concede to Forbes and his asso¬ 
ciates equal voting rights with the patentee stockholders. This was accom- 
phshed m a ra^er singular way. A by-law passed in January of 1879 
provided: The holders of one-third of the stock for which money has been 
paid and subscribed shall, for the space of two years, have an equal right 
and power with the holders of the twcthirds reserved to the pateht- 
ees . . . Forbes proceeded to consolidate all Bell interests, except for two 
patents, in one concern, the National Bell Telephone Company, launched 
in February, 1879, with a capital of $850,000. 

This new set-up was of but short duration. In November of 1879 the 
Western Union finally had been worsted as a telephone competitor, leaving 
tte BeU Company to dominate the field. Business converged on its offices 
in Boston from all parts of the country. More money was needed. Furflier- 
more a new situation developed which caUed for prompt solution. With 
the telephone, as later happened in the case of electric lighting, it became 
necessary to extend long-term credit to local operating companies when 
eqmpmentwasmstalled. This was done by accepting their bonds and stock 
in part payment. However ordinary corporate charters did not permit one 
corporation to own stock in other corporations. Early, in 1880 the Bell 
intoests secured a special enabling act from the Legislature of the State 
of Massachusetts which authorized the incorporation of the American BeU 
ep one ompany endowed with holding-company powers and with an 
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The Scientific American of March 81 , 1877 illustrates a Bell Lecture at Salem 
with messages sent from Boston 

Courtesy of the American Telephone and Telegraph Company 


authorized capital of $10 million. Its stock was exchanged for that of its 
predecessor, the National Bell Telephone Company. 

Hardly had this step in corporate organization been completed when 
another problem began to press for solution. By^this time the interconnec¬ 
tion of telephones tl^ough local exchanges had become standard practice. 
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"Hello Central” was a familiar expression to many Americans, Now ho 
ever, it became increasingly apparent that telephone service was needld 
between one local system and others-either near or distant. The countrv 
was demanding long-distance service. This new phase required additioS 
funds. An application to increase the capital of the American Bell Tele 
phone Company was refused by the State of Massachusetts. Therefore in 
1885 the American Telephone and Telegraph Company was incorporated 
under the laws of the State of New York for the specific purpose of build¬ 
ing long lines to interconnect local systems. 

Growth of both local and long-distance service constantly called for 
money-and more money. In order to facilitate expansion, a major reorgan¬ 
ization took place in 1900 which recognized the increasing importance of 
thynterconnecting, over-all service. The subsidiary, American Telephone 
and Telegraph Company, took over its former parent, the American Bell 
Telephone Company, by an exchange of stock. This step resulted in the 
intercompany pattern which has since prevailed. Thus today the American 
Telephone and Telegraph Company, more familiarly A. T. & T., controls 
or is associated with companies charged with providing local and inter¬ 
connecting sei-vice within certain prescribed territories. The parent com- 
pany condnues to afford long-line service. The subsidiary. Western 
tlectric Compny, inanufactures equipment for the system and Bell 
lelephone Laboratories Inc. carries on extensive research work. In addi¬ 
tion the operating companies are advised on business, operating, account- 
ing, and legal problems. The aggregate is a highly integrated organism. 

telephone businesss has been preeminently the story of 
the BeU system, the contribution of independent companies has not been 
negligible. On the contrary tliey have assisted materially in this great 
fi methods of communication. Today there are upwards of 

smJS telephone companies. Most of them are admittedly 

HVp on separate rural lines, they account for something 

hke 20 per cent of all our telephones. 

industry got into the stride of its mature years it became neces- 

ideas in regard to competition. It had 
amnuTit f ^ granted that in this field as in others a reasonable 
oronr competitive rivalry would work to the public benefit. A number 
therefore permitted the establishment of two different 
to ^ ^ result the public subscriber found it necessary 

costlv an? * “ order to have a complete service. This was both 

comnanv ^ actory. Furthermore it frequently meant that neither 

passed Ae'r*' P™®P®rous. Recognizing this situation Congress in 1921 
ra m ct which permitted consolidation of competing tele- 
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phone companies irrespective of a possible conflict witii the Sherman Anti- 
Trust Law. 

This whole record of telephone development in the United States consti¬ 
tutes a proud achievement. Bell’s invention was basic and opened a new 
era in communication. Gray, Edison, Blake, Fupin, and many others en¬ 
abled us to keep in the forefront of technical progress. Also, from the 
business point of view, the Bell system was the beneficiary of considerable 
talent. Men like Gardiner Hubbard, William H. Forbes, Theodore N. Vail, 
and Walter S. Gifford set up and carried forward sound and high standards 
of operating practice. They established a business mechanism capable of 
rapid expansion and prompt adjustment to technological advances without 
sacrificing conservative principles of finance. Similarly our rate-making 
authorities had the wisdom to permit earnings adequate to provide for 
capable personnel, carrying on of extensive research, maintenance of ad¬ 
vanced standards of service, and a fair return on capital. 

Our acceptance and broad application of this new means of communica¬ 
tion was dazzlingly rapid. No other nation even approximated the results. 
It is now only about seventy years since the first commercial telephone was 
installed; since Bell was giving vaudeville-like exhibitions in order to 
raise funds; end since Thomas Sanders at Haverhill was wondering 
whether the capital he had ventured would ever pay a dividend. Today 
the system which started so precariously operates over 30 million tele¬ 
phones, Its more than 700,000 stockholders have an interest in a company 
with assets of nearly $9 billion doing an annual business of upwards of 
$2 billion and paying $189 million in dividends.* 

Such a phenomenal growth could only have been predicated upon an 
important contribution to the whole economy. Even putting aside the 
great advance in the convenience of living, what this development has 
meant to the American business system cannot even be approximated. 
Every day of every year since the 1880’s our businessmen and their cus¬ 
tomers have enjoyed facilities of telephone communication far beyond 
those afforded in any other country. Since 1892 when long-distance service 
between New York and Chicago was inaugurated, they have benefited 
from a growing long-distance service which today not only covers the 
United States but most large cities of the world as well. All of this has 
contributed to acceleration of business turnover which, of course, means 
greater volume, lower costs, and a higher standard of living. 
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A.S OUR textile factories, blast furnaces, steel miH f! 
oil refineries, electric industry, and transportation system began to spread 
a greater abundance, new problems arose. Not the least among them was 
the fact that we needed quicker and cheaper ways of doing office work. 
If we were to produce goods in quantity and distribute them at low cost, 
we required something better than the slow manual processes of account¬ 
ing and record keeping which had prevailed almost without change for 
centuries. Responding to this, our inventors and entrepreneurs produced 
devices which revolutionized age-old practices. In the brief period from 
1870 to 1900, our businessmen were given the typewriter, the adding 
machine, the calculator, the cash register, and a whole range of tabulating 
and recording devices. 

There was nothing particularly new in the mechanical principles in¬ 
volved. Some can be traced back over many generations. An adding ma¬ 
chine was worked out as early as 1642 by the French philosopher, ascetic, 
and mathematician, Blaise Pascal. Taking up where Pascal left off, the 
German philosopher-mathematician, Gottfried Wilhelm Leibnitz, in the 
1670’s invented a machine which would multiply, divide, and extract 
roots as well as add and subtract. Then we find a jump of about a hundred 
and fifty years to 1820 when Charles Xavier Thomas of Colmar, France, 
adopting some of the Leibnitz principles, brought out the first calculating 
machine to find commercial application. It performed the four basic 
mathematical operations. 

From the Colmar appliance stemmed our own adventures in this field. 
It seems that shortly after 1870 Frank Stephen Baldwin had observed 
in a St. Louis office a Colmar machine or one built on its pattern. That 
this device of French derivation should be found in St. Louis is appro¬ 
priate when one recalls the strong French influence which prevailed 
in that former trading post. In any event Baldwin, struck by the poten¬ 
tialities of this device for the business world, devoted his efforts to 
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]]pp g{Tig out an improved calculating machine. In 1874 he exhibited his 
‘‘arithmometer" at the Franklin Institute in Philadelphia. 

In those days the lot of the bank or office clerk was pretty grim. He 
spent dreary hours perched atop a high stool endlessly adding long 
(, o ] pmTis of figures, striving for the elusive balance. Days might be wasted 
because of some slight mathematical error or mistake of penmanship. 
Among this fraternity of pen-and-ink figure jugglers was one who react^ 
adversely to the labor imposed. William Seward Burroughs, a bank clerk 
of Auburn, New York, began to rack his brain for some way of adding and 
subtracting at less cost in the sweat of the brow. He deserted the high 
stool and bulky ledgers to devote himself to the development of an adding 
machine. He went to St. Louis and worked in a machine shop where, 
oddly enough, he met Baldwin who was still experimenting with his cal¬ 
culating machine. Burroughs finally succeeded and in 1886 the American 
Arithmometer Company was launched to make and sell the Burroughs 
adding machine. 

About the time that Baldwin and Burroughs were revolutionizing book¬ 
keeping, another business need was making itself felt. This stemmed from 
the haphazard methods then prevailing of handling cash from retail 
sales. Clerks often were careless, poorly paid, and sometimes dishonest. 
A merchant had no way of knowing that the cash tinned in corresponded 
with merchandise sold. Among those trying to find a solution to this 
problem was James J. Bitty of Dayton, Ohio. When on board a steamer 
for Europe, he chanced to observe the large dial in the engine room which 
indicated the revolutions of the ship’s propeller. Why not use such a device 
to register retail sales? If customers and managers could see a recording 
as sales were made, it would act as a deterrent to carelessness and dis¬ 
honesty. In 1879 Bitty invented an appliance to cany out his thou^ts— 
our first cash register. 

Unfortunately Bitty encountered the same kind of trouble which has 
harassed so many inventors and businessmen pioneering in a new field. 
Although there was a real need for this appliance public acceptance was 
cold. What was needed was aggressive salesmanship. There was a hard 
shell of customer resistance to break down. Old-school merchants had to 
be shown patiently and practically. Clerks resented a device which ap¬ 
parently reflected on their integrity. Fortunately a businessman with a 
flair for salesmanship was at hand. 

John H. Patterson, who had been using some of Bitty’s machines in his 
store, saw a great future for the cash register. He and his brother bought 
the assets of the little company that was trying to sell Bitty’s device' and 
in 1884 launched the Nationd Cash Begister Company. At the outset 



278 


THE EPIC OF AMERICAN INDUSTRY 


the going was not easy. Capital was hard to come by. Although they were 
putting their best efforts into the new business, its first years of operation 
resulted in a deficit. But Patterson kept driving away at his selling prob¬ 
lems. At the same time he strove to improve the device. Slowly but surely 
the cash register began to win friends. Distribution was broadened and 
manufacturing procedures perfected. Finally profits began to roll in and 
the little company of dubious future in 1884 became a business success. 
Prosperity bred further success and it was not many years before the cash 
register was accepted as an essential appliance wherever retail sales were 
made both in the United States and in many foreign countries. 

Of even broader significance was the coming in of the typewriter. It was 
not only to stimulate our economy but was to work a great social change 
as well. Like the adding machine, its family tree was a long one. As early 
as 1714 a patent was granted by Queen Anne to Henry Mill, an engine® 
in England in the following terms: 

Anne by the grace of God, &c., to all to whom these presents shall come 
greeting. ’ 

Whereas our trusty and wellbeloved subject, Henry Mill, hath, by his humble 
peticon, represented unto us, that he has by his great study, paines and expence, 
lately invented and brought to perfection "An artificial machine or method for 
the impressing or transcribing of letters singly or progressively one after an¬ 
other, as in writing, whereby all writings whatsoever may be engrossed in paper 
or parchment so neat and exact as not to be distinguished pom print . . ." ^ 


Whatever the merit of Mill’s appliance, it was not until over a century 
later that our own patent office records the invention of a writing machine. 
In 1829 Andrew Jackson signed a patent in favor of William A. Burt of 
Detroit for a machine in which the type was arranged in fixed positions 
on a segment of a circle. Four years later in Marseilles, France, one Xavier 
rojean produced what he described as a “kryptographic” machine. This 
was apparently the parent of the modem typewriter as it was built upon 
e pnnciple of separate type bars set in a circle but so adjusted that each 
type struck a common center. 


FoUov^g ^ese early experiments there was a long series of inventors 
who taed to bring the idea of mechanical writing into practical applica¬ 
tion. None succeeded until Christopher Latham Sholes of Milwaukee, 
ormei printer and newspaperman, together with a few associates brought 
out a machine whici not only wrote well but also rapidly. He christened 
It the typewriter Straggling against repeated discouragements through 
thyears 1867-1873, Sholes finally perfected his machine, secured patents, 
and gave the world the first commercially successful writing machine. 



BUSINESS MACHINES 


273 


Among those who worked with Sholes was James Densmore. Densmore 
played an important role both in supplying venture capital and in pro¬ 
moting the new enterprise. As we have already seen in the case of the cash 
register, the invention of a practical device does not alone make it suc- 
csssful. There are in addition basic business problems to be solved—manu¬ 
facturing and selling. 



Early groping toward the typewriter 
The Growth of Industrial Art, Bcnj. Butterworth, United States Patent Office 


Densmore took what most businesssmen would regard as a practical 
step. Instead of attempting to set up a new manufacturing plant, starting 
from scratch, he sought the assistance of one of the most experienced 
concerns in the field of fine machine work. In 1873, taking Sholes’ latest 
model, he went to Ilion, New York, to try to interest the officers of 
E. Remington & Sons. This concern had achieved distinction during the 
Civil War by making guns in quantity for the Union armies. 
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The Remington people were considerably impressed and agreed to 
undertake the manufacture of Sholes’ typewriter. In the early months of 
1874 the first practical typewriter, "Model I Remington," was put on the 
market. It is reported that Sholes sold his interest to Densmore for $12 000 
He may well have done so. Although this was his brain child, Sholes’ was 
bothered by the thought that while it might arouse curiosity because 
of its novelty, public interest might soon wane. In any event, title to the 
invention soon passed to Remington under an agreement providing royal- 
ties for Densmore. ^ 

As a matter of fact early sales did not reflect great enthusiasm. Soon the 
Remington people realized that they had undertaken an arduous task, 
Although this improvement was later to revolutionize business practice 
businessmen were slow to sense its possibilities. The time-saving element 
in its use was not readily apparent. Public interest was only mildly aroused, 
although visitors to the Centennial Exposition in Philadelphia in 1876 paid 
25^! apiece for samples of typewritten script. 

Accordingly during the first years sales efforts were directed not toward 
businessmen but rather to court reporters, clergymen, editors, and au¬ 
thors. An exhibit of one of the early machines in Boston landed a distin¬ 
guished Customer-Mark Twain. 

When asked for a testimonial endorsement, he wrote a classic. As pub¬ 
lished it read: * 


Hahtfom), March 19,1875 

Gentlemsk: 

Please do not use my name in any way. Please do not even divulge the fact that 
I own a machine. I have entirely stopped using the Type-Writer, for the reason 

at I never could write a letter with it to anybody without receiving a request 
by return mail that I would not only describe the machine but state what progress 
I had made in the use of it. etc., etc. I don’t like to write letters, and so I don’t 
want people to know that I own this curiosity breeding little joker. 

Yours truly, 

Saml. L. Clemens 

While technical improvements in the machine and its manufacture 
^sed diflSculties, they were solved without particular embarrassment. 
The actual selling involved a twofold problem. It was first necessary to 
f , down the thought habits of generations and to open up the minds 
of skeptical purchasers who were prone to remark, “Why pay $126 for 
this gadget when a penny pen will do practically as well?” And after a 
sale was made it then was necessary to train an operator. 

All this was a prototype of many similar problems which we were to 
encounter in the twentieth century as we evolved a whole range of me- 
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chanical gadgets and appliances, The science of salesmanship was car¬ 
ried way heyond the mere offering of goods. Advanced technical, educa¬ 
tional, or engineering services were also supplied. This distinctly Amer¬ 
ican adjunct to selling helped to spread our products throughout the 
world. 

Like many ultimately successful projects that of introducing the type¬ 
writer on a broad scale had to wait upon a fortunate concurrence of the 
unexpected. The delay however was not long. Typewriter people began to 
perceive that there was at hand a technique that would render the new 
writing machine much more useful. This was that manifestation of the 
age-old practice of symbol writing known as shorthand. Before the in¬ 
troduction of the typewriter shorthand had been employed only by some 
court reporters and commercial clerks. There were a few so-called busi¬ 
ness schools in which the system was taught. In launching the typewriter, 
S hnlP!!!^ Densmore, Yost, and others were only vaguely aware of a possible 
relationship with shorthand. It took time for even the most imaginative 
to sense the deep importance of this partnership. But once understood 
there no longer remained any question about the future of the typewriter. 

During the years that saw the introduction of the cash register, the 
adding machine, and the typevirriter, other inventions were being given 
practical application. One of the rnost important of these was the auto¬ 
matic system of compiling, recording, and tabulating devised by Dr. 
Herman Hollerith. As a statistician in the Census Bureau at Washington 
he had been struggling under the burden of manually compiling the huge 
mass of data that had been taken in the census of 1880. The process was 
so slow that it began to look as though it would be time for a new census 
before the results of the old one had been digested. 

In digging into this problem Dr. Hollerith produced a solution that 
has given us a system of compiling and recording of importance not alone 
to business but to science and government as well. By 1887 he had worked 
out his ideas in practical form. Punched cards were used to register the 
collected data. Varying arrangements of holes were employed to indicate 
different classifications and flutuating detail. Then these cards were run 
through a inachine in which electric mechanisms were actuated depending 
upon the particular arrangement of holes in each card. A hole in the 
same position in two different cards produced identical mechanical re¬ 
sults. Thus all figures could be counted and data recorded by prede¬ 
termined classifications. 

Again the mere invention of these appliances did not assure success. 
It was necessary to continue research, make improvements, manufacture 
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skillfully, and market intelligently. In carrying out these functions the 
International Business Machines Corporation has been a leader. 

Taken in the aggregate, the economic and social consequences of our 
development of business machines were far reaching. These appliances 
were comparatively speaking low in price and found broad usagl Their 
contribution to the march of commerce was great. By improving methods 
of communication and accelerating business turnover they enabled the 
distribution of goods to keep pace with quantity production. Their use re¬ 
sulted in lower costs. They were an essential concomitant to the assembly 
line. ^ 

As with farm machinery and the sewing machine, American manu¬ 
facturers were again to lead the world. Within a few years after we had 
introduced these devices to our own market we extended their sale to 
principal foreign countries. Startling as were the machines themselves, 
our methods of selling were perhaps even more revolutionary. Into the 
staid atmosphere of London, Paris, Berlin, and Vienna went resourceful 
American salesmen carrying the new technique of educating-training- 
selling. Schools for stenographers were opened alongside venerable bank¬ 
ing and business institutions whose officers prided themselves on the fact 
that they wfere still doing office work as their ancestors had done. Wherever 
trade was carried on, there were found our typewriters, cash registers, or 
adding machines to make its doing easier. Within fifty years after the 
introduction of the typewriter to the American market it had been adapted 
to some one hundred and fifty different languages or dialects including 
Gaelic, Sanskrit, Aztec, Russian, Burmese, and even Quoc-Ngu. 

Great as were these business achievements, consequences of a social 
nature were even more noteworthy. The typewriter and to a lesser degree 
other business machines opened a new door for women in their struggle 
for economic equality. We have already observed their entrance into fac¬ 
tory work in the cotton textile industry of New England. The typewriter 
however brought them into business on a higher level. It broadened the 
horizon of opportunity for women of nearly all nations. Hundreds of thou- 
san s were thus to find much needed personal incomes. Universal suffrage 
was advanced. The charming and overly modest Sholes-to whom more 
than anyone else we are indebted for the typewriter-expressed this weU 
as he was nearing the last of his days: “Whatever I may have felt in the 
ear y ays of the value of the typewriter, it is obviously a blessing to man- 
kmd, and especiaRy to womankind. I am glad I had something to do with 
It. I builded wiser than I knew and the world has the benefit of it."“ 
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Railroad Chieftains at War; Pariic of 1907 


JLhe advent of the twentieth centuiy signaled the 
coming in of a new order in our business life. The country emerged into an 
advanced stage of industrialization. Production was concentrated and its 
volume vastly increased. Applied science swept forward with breathtaking 
velocity. Electrical power was put into broad use. The motor car became 
a practical reality. Aviation, radio, and the movies were on the horizon. 
Even as to the old order things were changed. Concepts became more dar¬ 
ing. We performed on a grander scale. 

Among those to assume a big role on this stage in 1901 was a capitalist 
newcomer endowed with ambition, courage, and the capacity for making 
one dollar beget prolific offspring. Edward H. Harriman, former Wall 
Street broker, had snowballed his holdings of railroad stocks until, by 
w;ell-calculated steps, he had come to control the great Union Pacific and 
through it that other transportation empire, the Southern Pacific. 

Those were still days of rugged individualists and ruthless business war¬ 
fare. Government had ordained particularly that there should be compe¬ 
tition among the railroads. To this injunction our railroad men responded 
fuUy. It was all a lusty battle royal with survival only for those who could 
take, as well as give, punishment. 

As Harriman surveyed the areas of railroad strategy west of the Missis¬ 
sippi, he realized that he faced formidable adversaries. The venerable 
railroad builder, James J. Hill, had constructed and now controlled the 
successful Great Northern running from St. Paul to Seattle. Together with 
J. Pierpont Morgan, he ruled the parallel Northern Pacific. All three 
of these powerful interests were specially concerned with the rich traffic 
area lying between Kansas and Missouri in the South and the Dakotas 
and Montana in the North. Of course, this was in addition to the control 
of traffic between Chicago and the Pacific Coast. 
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While Hill and Morgan had for years been working as a team, Harri- 
man had gone it alone. Nor did he seem properly to respect the huntine 
gi-ounds of the two old chieftains. With little ado, Harriman set out to 
buy control of the Burlington (Chicago, Burlington, and Quincy Railroad) 
which served a fine traffic territory in Nebraska, Iowa, and northern Dli- 
nois, effectively complementing eastern stretches of the Union Pacific, 
The Burlington was one of the best managed and most profitable roads 
in the country. Its directors were not responsive to Harriman’s approach. 
In fact he was brusquely turned down. 

Meanwhile Morgan and Hill had come to the conclusion that they must 
secure the Burlington in order to provide the Great Northern and Northern 
Pacific with an effective artery between their terminals at St. Paul and the 
great traffic gateway, Chicago. They were not unmindful that such a move 
would checkmate Harriman. Perhaps Hill was a better negotiator or it 
may be that he talked bigger numbers than Harriman. At any rate, in the 
spring of 1901 a deal was concluded by which Morgan's Northern Pacific 
and Hill s Great Northern bought some 97 per cent of the outstanding stock 
of the Burlington for roughly $215 million paid for in joint collateral trust 
bonds of their two roads. When Harriman learned of the negotiation, he 
demanded a one-third interest for the Union Pacific. This was abrapdy 
refused. “ Very well,’ Harriman is reported to have said, ‘it is a hostile act 
and you must take the consequence.’" ^ 

Nor was this newcomer indulging in mere braggadocio. Harriman 
planned a secret raid into enemy territory which for outright audacity has 
rarely been equaled. This was notliing less than the attempt to buy control 
of the Northern Pacific in the open market, right under the noses of the 
two old warriors, Morgan and Hill. If successful he would thus control a 
haff interest in the Burlington. Daring as this scheme was, Harriman 
missed by only the breadth of a hair. 

What happened was this. Shortly after consummation of the Burlington 
purchase, Morgan embarked upon one of his perennial trips to Europe, 
ffill went back to railroading in the Northwest. They had attained their 
objective. The Great Northern and Noiiliem Pacific now controlled 
a route into Chicago. All seemed set for a new period of peace and pros- 
periy. In their wildest imaginings they had not supposed that anyone 
would attempt such a bold stroke as Harriman was now up to. 

Quiedy, skillfully, and with great secrecy, Harriman and his bankers, 
Kuhn, Loeb & Co., began buying Northern Pacific stock in large blocks. 
In so ^ffig they ran up the market both in the preferred and in the com- 
mon. This was interpreted by the public as simply reflecting undue 
optimism over the results of the Burlington acquisition. 
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The Hill-Morgan forces had dropped their guards. Some of them were 
now caught in as neat a trap as had ever been sprung south of Fulton 
Street. Thinking that the strong market in Northern Pacific securities 
offered a nice chance to reap a profit, they sold with the idea that later 
they could repurchase at lower levels. Unwittingly, they were selling into 
Harriman’s bag. 

The first to scent trouble was Hill. One day, out in Seattle, as reports of 
continued large transactions in Northern Pacific reached him, he was 
suddenly struck with suspicion. Gould that Johnny-come-lately, Harriman, 
be doing a little night-raiding behind the Hill-Morgan lines? It still 
seemed incredible but ——? 

With Morgan in Italy, Hill decided he must do some reconnaissance and 
quickly. He ordered a special train from the Great Northern. The en¬ 
gineer was told: “The road is yours to St. Paul; everything else on the line 
will be held up to let you pass.” * 

On arrival in New York on Friday, May 3, 1901, Hill went at once to 
enemy headquarters. He called on Jacob Schiff at Kuhn, Loeb & Co. and 
asked what the shooting was all about. Schiff franldy admitted that Harri¬ 
man was seeking control of the Northern Pacific and had already acquired 
large holdings. Hill decided that the situation was desperate and cabled 
Morgan for support in buying 150,000 shares of Northern Pacific common 
at the market. This amount would ensure their control of the common 
stock. 

At this crucial point, Saturday, May 4th, occurred the slip that is said 
to have cost Harriman the battle. He was home ill and much worried about 
his position. His buying had been in both the preferred and common 
stocks of the Northern Pacific, each of which had voting power. He had 
a majority of the total shares but lacked a majority of the common. The 
preferred was callable and, although his lawyers assured him that control 
of the aggregate was adequate, he feared that if Hill and Morgan had con¬ 
trol of the common they would be able to call the preferred, thus de¬ 
feating fire Harriman plan. 

On Saturday morning, therefore, Harriman phoned Kuhn, Loeb & Co. 
to purchase 40,000 more shares of common at the market. When this was 
referred to Schiff who was attending a service at the synagogue, he took 
the responsibility of holding up the order until he could confer in per¬ 
son witii his client. Meanwhile Harriman assumed the order had been 
executed. 

This was a critical misunderstanding because when the market opened 
Monday the hard-riding Hill was in control. Morgan had cabled approval 
of the buying campaign and the- Hill-Morgan interests took all stock that 
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was offered. By Tuesday aftefnoon they had acquired the needed 150,000 
shares of common to give them upwards of 52 per cent. In so doing they 
had mn the price up from 110 to 149K. Whatever the reasons, the Har- 
riman-SchiS interests remained quiescent during those two days, 

At this point, after the close of the market on May 7tli, the embattled 
financial powers relaxed, each side believing it had achieved victory. 
Harriman and Schiff, knowing that prefeiTed and common stocks had 
equal voting power, relied on the fact that of the total they held a bare 
majority. Hffl and Morgan not only controlled the common stock biit the 
board of directors as well and proposed to call the preferred shares before 
Harriman could vote them. As far as the principals were concerned they 
thought the fracas was over. Neither the public nor many people in the 
financial district knew what had been going on, 

But the real fireworks were yet to come. The next few days were to see 
the Northern Pacific “comer” and panic, one of the strangest adventures 
in the history of that hectic market place. Wall Street. Ironically enou^ 
it was the smart, sophisticated traders who trapped themselves. 

These speculators had become convinced that Northern Pacific stock 
was grossly overvalued at 148-49 and that it would soon fall back to 
former levels. A merry jamboree was held in selling it short in mounting 
quantities. When, however, they tried to borrow stock to make deliveries 
on the short sales, they found themselves naked in a barrel of hornets. 
Little if any stock was available, A stampede started to buy shares in the 
market. Of course only small amounts were coming out because the big 
powers held tightly to what they owned. Northern Pacific instead of going 
down went up in maddening jumps. Trader outbid trader. Brokers lost all 
reason in offering to buy at any price. On Thursday, May 9th, Northern 
Pacific sold at $1000 per share. Other good stocks were dumped willy- 
nilly, sacrificed at any figure, to procure funds to pursue Northern Pacific 
in its upward soaring. The nation watched with growing apprehension be¬ 
cause panics in'security dealing frequently signaled business depressions. 

At this point constmctive forces in Wall Street intervened to prevent 
disaster. Time for delivery of Northern Pacific shares was extended and 
settlement with either Kuhn, Loeb or Morgan was allowed at a price of 
$150 per share. A banking group organized a $20 million credit for emer¬ 
gency loans. Calm was restored almost as quickly as the “panic” had 
start^. Little damage had been done except among the speculative fra¬ 
ternity. These men had reason to recall the day with shudders for years 
to come. 

As the excitement subsided, the principals in ■the battle for Northern 
Pacific control began to appraise their respective rights more realistically. 
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Neither had in fact won a complete victory. Morgan and Hill were in 
the saddle and their last trump, diat of calling the preferred, looked good. 
On the other hand, to play it meant a long legal battle with Harriman. 
After all the hurly-burly, peace now beckoned alluringly. A ground for 


MORGAN ANI) HILL WIN RIGHT. 


KDm-LOEB INTERESTS OFFER TO SELL TO N. P. SHORTS 
AT ISO AFTER PRICE HAD GONE TO 1,000. 


A DAT OP WILD PANIC JN THE STOOK MARKET^ 


Amnlnmntefl Copper • ■ ■ 
AfchlHnn common • 

do preferred. 

Iliililmore nad Ohio • ■»• ■ 

Bfirllnirinn . 

DelAiTUre nnd llndeon • > 

nrnrral nioefrlr. 

Lueliville nnd Nnolivllle. 


MnnUBtlnn 
MUiDiirl r 


IIOAVIGST LOaSBB IN PANIC HOURS. 

Ilijrh. Loir. Decline. 

1111 IK> 


.. ao, 

tk 4:t .IRM 

ANK TO aHK 

loa 84 IH 

10» 17H 15 

iu(i ior» GO 

- }!00 80 

ivr\ 


lliuifc 7U 8711 

tail MH ar 

IGI 7U 81 


PaolHe. 


Rnelc Inland 

Bi. Paul. 

Southern PnclAr...*. 
Texni And Pnetflo.... 

Union Pnetflr. 

United SJntee steel com 
do preferrod*. 


IIA iSg'^ iSIJ' 

1054 1.14 am 

40 ao BO 

44 ar 1714 

iisi TO ar 

47 . 84 

0511 GO 




The fight for control of Northern Pacific is over. It has been won by thfl 
Hill-Morgan syndicate. 

Jacob H. SchifT, head of the firm of Kuhn, Loeb & Co., issued a statement 
last night that Northern Pacific shorts who could not deliver the stock could 
buy it of that firm for 150. 

This, it is believed, will restore the tone of the stock market to-day, after 
some inevitable flurries over the qtiick shift in the price of Northern Pacific^ 
which closecf last night at 325. 

Northern Pacific went to 1,000 on the Stock Exchange yesterday, and a 
disastrous panic was only averted by postponement of delivery for twenty-four 
hours and by the action of certain banks, which raised a fund of 110,600,000 to be 
loaned at market rates. 

Stocks generally underwent enormous shrinkages, and great losses were in¬ 
flicted on the .‘ipeculating public. Only four brokers were forced to suspend. 

It was announced late last night that the loans made by the associated 
hanks and J. P, Morgan & Co. would not be called to-day and that the rate of 
interest would be marked down to below yesterday's prevailing rate. 


New York Tribune, May 10» 1901 

compromise was found. On May 31,1901, the Big Chiefs sat around a table 
at the Metropolitan Club in New York and in courteous equanimity passed 
the pipe of peace. 

The treaty provided that Harriman would go on the Burlington board 
and he with some of his friends would be elected to the Northern Pacific 
board. In the competition between Harriman s Union Pacific and Hill's 
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Northern Pacific, the Burlington was to be neutral. Furthermore the Bu^ 
lington was not to be extended to the Pacific Coast without Harriman’ 
consent. The Northern Pacific Preferred was to be retired on Tanuarv 1* 
1902. It was not a bad settlement. ^ * 


This story of railroad magnates struggling to control the Burlington 
has an important sequel. Both Hill and Morgan, gentlemen of usually 
imperturbable disposition, had been rudely jolted by the near-miss of the 
Hamman raid. In their minds they cast about for some means of preventing 
a repetition of such an untoward incident. ® 


A proposed solution was almost immediately forthcoming from Hilfs 
resourceful brain. He suggested to Morgan that a holding company be 
formed to take over their respective holdings in Great Northern, Northern 
Pacific, and through the latter in the Burlington. Subsequently in dis¬ 
cussing the incident. Hill stated: “We were particularly anxious to put a 
majority of that stock (the Northern Pacific) where it could not be raided 
again as it had been. ... We were advised that it would be safer with 
&e shares held by an investment company, the stock of which could only 
be held by individuals, or by corporations that were not railway com¬ 
panies, and to that extent we would be more free from such raids as had 
been made by the Union Pacific interests, so-called.” ® 

Accordingly, on November 12,1901, the Northern Securities Company 
was formed. Its capital of $400 million was at that time considered gi- 
ganbc. Hill and Morgan agreed to turn their holdings of Great Northern 
and Northern Pacific into the Securities Company in exchange for its 
shares. A similar opportunity was given to other stockholders of those two 
roads. The resdt must have been gratifying to the engineers of the new 
plan l^cause there was delivered to the Northern Securities Company 
about 76 per cent of Great Northern stock and some 96 per cent of North- 
ran Pacific, included in which were the Harriman-Union Pacific holdings. 

filrM president and its board was divided, six 

for Northern Pacific interests, four for Great Northern, three for Union 
racinc, and two chosen at large. 

sponsors of the scheme 

LfJ A* content. Once again HiU and Morgan thought they could relax, 
Qnm^ interests secured behind an impregnable barrier. The trouble- 
anT«,« been taken into camp, given a place at the table, 

hWpf A cf ^ disarming good manners. Respite however was 

bnef. A storm blew up from a totally unexpected quarto. 

fflvnrnRT^ fomation of Northern Securities had not been 

ital TVif* ^ ''''®’'® suspicious of these great new aggregations of cap- 
ital. He weU-remembeKd adventare, d ^ch ruthl^ specdato to 
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railroad shares as Drew, Fisk, and Gould had bred distrust It was difficult 
for the uninitiated to distinguish between those old Hell-for-leather stock 
operators and the new school of railroad capitalists of constructive pur¬ 
pose such as Hill, Morgan, and Harriman. Furthermore to the farmer- 
shipper out on the prairies, this pooling of somewhat competing railroad 
interests, seemed a threat which boded ill. The whole thing cut athwart 
a traditional policy of government, competition between our carriers. 

Hence within two months after this corporate mastodon, the Northern 
Securities Company, had been bom, the State of Minnesota started suit 
against it as an illegal combination. Moreover there was in the White 
House a man whose verve for trust-busting kept him almost constantly on 
the trail, President Theodore Roosevelt. On March 10, 1902, the federal 
government brought suit against the Northern Securities Company, Great 
Northern, and Northern Pacific on charges of having violated the Sherman 
Anti-Trust law. 

The issue became a cause c4Ubre and was carried to the United States 
Supreme Court. By a five to four decision, in March of 1904, the Court 
held that the formation of the Northern Securities Company did in fact 
violate the Sherman Anti-Trust Law. Such a conclusion, although opposed 
by such eminent jurists as Mr. Justice White and Mr. Justice Holmes, 
placed judicial imprimatur upon the government’s policy of attempting 
to protect the public through activating railroad competition. Within six¬ 
teen years we will find this theory showing signs of strain as Congress and 
the Interstate Commerce Commission sought consolidation of our car¬ 
riers. 

It thus became necessary to dissolve the Northern Securities Company. 
To do this however raised a neat and unexpected issue. It was one whidh 
brought the Hill-Harriman rivalry again into full fiame. Should the stock¬ 
holders of the Securities Company be given their simple pro rata share 
of die holdings of both Northern Pacific and Great Northern or should they 
get back in kind the stock which they had originally contributed. In the 
latter alternative Harriman’s interest would again threaten control of the 
Northern Pacific. Naturally Hill and Morgan favored the pro rata formula 
which would reduce Hamman’s share of Northern Pacific by reason of 
his receiving a large block of Great Northern. Here was a howdy-dol 

Issue was joined in the courts and the case taken by Harriman to the 
United States Supreme Court which decided against him in favor of 
pro rata distribution. Instead of controlling the Northern Pacific, the 
Union Pacific now became a large minority stockholder. It also received 
a sizable block of Hill’s Great Northern. This was the final skirmish in the 
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lusty, hard-hitting campaign by Harriman to secure control of or a voice 
in the management of the Burlington. 

On the field of grand strategy Harriman had lost. Financially, however, 
this adventure yielded a large profit to the Union Pacific. Within a year or 
so, aided by a speculative fever in stocks, most of Union Pacific’s holdings 
of Great Northern and Northern Pacific were sold to yield a net profit of 
about $58 million. Of nostalgic interest is the fact that in those days 
there was no capital gains taxi 

This surge of stock speculation, which enabled Harriman to cash in so 
successfully for the Union Pacific, was the forerunner of an important 
series of events. It led directly to the money panic of 1907. In turn, it was 
the banking debacle of this crisis which finally convinced our bankers and 
the government that it was essential to organize the nation’s banking sys¬ 
tem more effectively. From this came the passage of the Federal Reserve 
Act in December, 1913. 

The ten years preceding 1907 had been for us both prosperous and ex¬ 
pansive. We benefited from a worldwide advance in the general price 
level as the gold mines of South Africa spewed forth a stream of yellow 
metal. Immigrants were coming to us in a rising tide which, from 1905 
to the outbreak of World War I, reached the enormous figure of about 
one million a year. This meant that each twelve months we were adding 
to our population roughly the equivalent of two cities the size of Boston, 
Baltimore, or St. Louis (1890 census). 

Furthermore these years saw the last great period of railroad extension. 
From 1890 to 1916 about 100,000 miles were built. Manufacturing facil¬ 
ities were being modernized, integrated, and consolidated. The steel 
industry was booming. Our exports were growing and we enjoyed a 
favorable balance in foreign trade which was running at the rate of almost 
$500 million per year. We were producing bumper crops. There was much 
reason for optimism. 

Optimism, however, is something which feeds upon itself, to turn with¬ 
out conscious recognition into speculative excess. So in these years imme¬ 
diately preceding 1907 we began to discount the future. Stock prices were 
bid upward and bank credit prodigally extended. Rumors of great mergers 
served to accelerate speculation. Only some barely distinguishable storm 
warnings were discernible. Money was getting tight. Commercial paper 
ruled between 5J^ and 6 per cent. Call-money rates were erratic, ranging 
from 1 per cent to 16 per cent. 

Early in 1907 stock prices had a sharp sinking spell but recovered dur¬ 
ing the summer. Then one of the great speculators of those times got 
caught with his tail in the door. F. Augustus Heinze, who had accumulated 
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a large fortune in copper stocks, became over extended. On October 16th 
his firm was unable to meet its obligations. The public was still blithely 
unaware of die imminence of real trouble. So it was as a bolt from the 
blue that on October 22 a run started on the Knickerbocker Trust Com¬ 
pany in New York City. This spread the next day to some other New 
York trust companies. Call money went to 125 per cent. Alarm struck 
through the nation. Runs began on many banks. The panic was on. 

That bust companies should have been the first victims of the public 
stampede was in keeping with the times. Theirs had been a particularly 
rapid growth during the prosperity swing which started in the mid-nine- 
ties. The functions diat these institutions performed related intimately to 
the new industrial economy just coming into being markedly to char¬ 
acterize twentieth-century America. They acted as trustees for bond issues 
and registrars for stock issues. For the large fortunes and estates which 
were being rapidly built, these institutions offered more lasting administra¬ 
tive facilities dian the time-honored method of individual trustees. Operat¬ 
ing under state charters and state regulation, the trust companies enjoyed 
wider scope and investment opportunity than our national banks. This 
was particularly tme in regard to real estate financing. Favored by such 
conditions, these "department store banks” flourished and- many new in¬ 
stitutions were bom. In the boom period they had been overly expansive 
in their operations. 

This so-called “rich man’s panic” of 1907 stmck hard and struck fast. 
From the outset it was plain that the whole banking fabric of the nation 
was threatened. If the stampede were allowed to gain headway, banks 
would go down like dry timber before a forest fire. “At once the inelastic 
system of the old national bank act showed its defects. The banks had no 
cenbal bank of issue to turn to, and most of them, deeming their fifteen 
or twenty per cent cash reserves as sacred, radier than as resources to be 
used in such cases of emergency as these, tightened up, pulled in their 
sbings and refused to pay out cash freely. Stock exchange values fell 
with a crash. Gall loans became frozen, and the banks fell back on the old 
and always disturbing device of clearing-house certificates.” * 

Thus it became apparent to our banking fraternity that they must 
organize forthwith to stop the panic. Leadership in this hurried mobiliza¬ 
tion was unanimously accorded to that elder statesman of American 
finance—J. Pierpont Morgan. Together with George F. Baker and James 
Stillman, a general staff was constituted to fi^t down the forces of fear 
and the philosophy of devil-take-the-hindmost. President Theodore Roose¬ 
velt sent his Secretary of the Treasury, George Cortelyou, to New York to 
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confer with this group and to lend what assistance the Treasury might 
properly give. 

Too late to save the Knickerbocker Trust, which quickly closed its doofs, 
it was decided to make an all-out defense around the second point of 
attack, the highly regarded Trust Company of America. It was sent $12 
million, to be paid out freely by special tellers in an attempt to allay 
depositor apprehension. 

Morgan assumed personal direction of the battle. This was his last 
adventure of the kind and he once again displayed the qualities which 
had won him his position. He not only gave of himself but was unstinted 
in the use of his firm s resources. The G. H. Q. was established in the 
famous Morgan Library. 

. . . **A more incongruous meeting place for anxious bankers could hardly be 
imagined: in one room—lofty, magnificent—Tapestries hanging on the walls, rare 
Bibles and illuminated manuscripts of the Middle Ages filling the cases; in an¬ 
other, that collection of the Early Renaissance masters—Castagno, Ghirlandaio, 
Perujino, to mention only a few—the huge open fire, the door just ajar to the holy 
of holies where the original manuscripts were safeguarded. And, as I say, an 
anxious throng of bankers, too uneasy to sit down or converse at ease, pacing 
through the long marble hall and up and down the high-ceilinged rooms, with 
their cinquecento background, waiting for the momentous decisions of the mod¬ 
em Medici.^* “ 

In handling the crucial banking situation in New York City, It was de¬ 
cided that the trust companies must organize to sustain one another and 
that the clearing house banks would assume the defense of other flanks. 
Witiiin a few days it became obvious that much more money would have 
to be laid on the counter at the Trust Company of America if its run 
were to be stemmed. Morgan proposed that the other trust companies 
subscribe a fund of $25 million for this purpose. 

A meeting of trust company presidents was called. Morgan presented 
to them a subscription form to sign in which they were to pledge their 
institutions for sums prorated according to respective resources. T^is was 
bold action. The assembled officials were not accustomed to going over the 
top under fire. Nor had they been used to working together. None volun¬ 
teered to sign. Finally Morgan selected Edward King, President of the 
Union Trust Company, called him up to the table and, pointing to the 
agreement, said: ^'There’s the place, King, and here’s the pen.” ® This broke 
the log jam. King signed, the others followed, and the $25 million was 
subscribed. The Trust Company of America was saved but not until some 
$30 or $35 million was paid out to depositors. 
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In the meantime shooting had started in another quarter. The drastic 
collapse of security prices brought one of the leading brokerage houses of 
Wall Street to the verge of failure. The firm of Moore & Schley were carry¬ 
ing for themselves and customers a bale of the stock of the Tennessee Coal, 
Iron & Railroad Co. It had been the object of keen speculation, and much 
of it had been pledged for bank loans. The stock was of unproven invest¬ 
ment quality. With the banking situation chaotic and security prices 
tumbling, it was not surprising that loans secured by Tennessee stock were 
called. Unable to procure further credit, hjloore & Schley’s position as a 
large Wall Street house created a critical problem. Its failure would un¬ 
doubtedly precipitate that of other brokerage firms and might involve 
some of the banks which already were fighting a nip-and-tuck battle. Thus 
another panic problem was dropped into the hands of the Morgan-Baker- 
Stillman rescue party. 

For this difiiculty there was seemingly only one solution. A buyer had 
to be found for a lot of Tennessee stock who would at once bail out both 
the banks and Moore & Schley. With the security markets a shambles this 
was not easy. The solution which was finally reached was one which later 
provoked much unreasoned criticism. The United States Steel Corporation 
was induced to take over the Moore & Schley holdings of the Tennessee 
Company common stock as well as those of any other stockholders who 
wished to sell. 

The closing of this deal, like the bank rescue work, had its dramatic 
aspects. Apparently there was divided opinion among the members of 
the board of directors of the Steel Corporation not only as to the wisdom 
of buying this stock but also as to its value. "The financial situation was a 
seething volcano,” ’ and the finance committee of the Steel Corporation 
met continuously from Friday, November 1st, to Sunday the 3rd. They 
were in constant touch with the Morgan group which was still struggling 
with the critical Trust Company of America problem. Finally on Sunday 
an agreement was reached. The Steel Corporation would acquire the 
Tennessee stock subject to one proviso. This condition was that the whole 
deal should be approved by President Roosevelt. Judge Gary, head of the 
Steel Corporation and himself an able lawyer, was well aware that be¬ 
cause of die vast size of his company, any acquisition of competing in¬ 
terests might later be attacked under the Sherman Law. The leading 
“trust-buster” of the country was of course the President himself. 

Accordingly on Sunday night, a special train was huniedly put to¬ 
gether on which Judge Gary and Steel Corporation Director Frick took off 
for the Capital. Early the next morning, they went directly to the White 
House, interrupting the Chief Executive at breakfast. Gary and Frick 
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explained llie deal to President Roosevelt, Elihu Hoot, Secretary of State, 
and William Loeb, the President’s private secretary. A special long-dis. 
tance telephone circuit was held open to connect with the Morgan group 
in New York. A tense situation in the nation’s financial capital hung upon 
the President's decision. 

This was promptly forthcoming. Roosevelt declared that while he pos- 
sessed no legal authority to approve such a plan, he saw no reason why 
the federal government should oppose it. That was as much of a blessing 
as Gary and Frick could expect, The Steel Corporation would purchase 
the Tennessee stock. Word was immediately phoned to Morgan in New 
York and given out by him. It came as a revivifying breath of mountain 
air to a financial community groggy from worry and fear. This, with the 
conclusion of the arrangement assisting the Trust Company of America, 
turned the tide of panic, Gradually order was restored. 

Fortunately this banking and monetary crisis was not followed by a 
severe or prolonged business depression. As the summer of 1908 pro¬ 
gressed, production began to revive and security prices advanced. Crops 
were good and their values touched new high levels. We had weathered 
the storm but by a narrow margin. The banking system had been kept 
functioning only by heroic efforts. The shock of this misadventure served 
a constructive purpose, Bankers and businessmen all over the country be¬ 
gan to take thought. 
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the horseless carriage 

Ford—Man toith an Idea 


J.0 UNDEKSTAND the automobile industry during its 
first twenty-five years one must think primarily of growth-of hectic, un¬ 
predictable, incredibly rapid, growth. Of turbulent expansion that con¬ 
tinually called for millions in new capital, mushrooming plants, armies of 
new workmen, and fabulous quantities of material. Of a daemon of growth 
that constantly seemed to be treading on the heels of the leading manu¬ 
facturers as though they were laggards in progress. 

For broad purposes of comparison, this business stood at zero in 1900, 
although in that year some 4000 little “horseless carriages” had been put 
together. A short twenty-five years later it had become our leading manu¬ 
facturing industry. We were then producing at the rate of over 4 million 
cars and trucks per year, valued at retail in the neighborhood of $4 billion. 
About an equal sum was being spent each year by our people to keep 
some 20 million cars and trucks running and pay the incidental taxes. 
By 1926 the capital investment in the Industry was $2 billion. Ford had 
spumed an oflFer of $1 billion for his company. General Motors had be¬ 
come the leading manufacturing concern in volume of profit with more 
than $186 million reported for the year 1926. All of this practically within 
a quarter of a century. 

A striking aspect of the industry in those early days was that it was pre¬ 
eminently the field of the small businessman, or more accurately that of 
the small independent mechanic. Our big manufacturing concerns and 
men of great capital, with rare exception, failed to sense the rewards which 
were beckoning. Sophistication had dulled their perceptions. Typical of 
this attitude was the advice given by Chauncey M. Depew to his nephew 
who wanted to invest $5000 in the start of the Ford Motor Company: 

“Nothing has come along to beat the horse. Keep your money. Or, if 

289 



ago THE EPIC OF AMERICAN INDUSTRY 

you must spend it, buy a horse and you’ll have enough left over to furnish 
it with feed for the rest of its life.” ^ 

Having followed such admonition, that the nephew did not commit 
mayhem upon the person of Uncle Chauncey was without doubt the 
ultimate in self-restraint. With this type of skepticism prevalent, it re¬ 
mained for the unknown little fellow, thinking things out for himself and 
working from the grassroots up, to sense that something new and great 
was involved in the much-ridiculed "horseless carriage.” 

While the growth of this industry was peculiarly an accomplishment of 
the twentieth century, the idea of a self-propelled road vehicle was of 
course not new. Leonardo da Vinci designed one to be propelled by a 
clockwork mechanism. In 1804 Oliver Evans drove through the streets of 
Philadelphia his steam-powered “Oiuktor Amphibolos,” Down through 
the nineteenth century engineers here and especially in England experi¬ 
mented with steam-driven cars for highway use. 

The real awakening of American interest came with the advent of the 
internal combustion gasoline motor. This had its start in Germany during 
the 1880 s when Gottlieb Daimler and Carl Benz succeeded in building 
small vehicles powered by four-cycle gasoline engines of the type previ¬ 
ously worked out by their fellow countrymen. Dr. N. A. Otto and Dr. 
Eugene Langen. 

Within a few years our own engineers and inventors began experiment¬ 
ing in the construction of crude small "gas buggies.” The first was appar¬ 
ently one built by Charles E. Duryea, a New Englander, in 1892. Then the 
idea caught fire in many places. Haynes, Olds, Winton, and Ford, each 
working independently, succeeded in building various combinations of 
the light road carriage and internal combustion gasoline motor. 

These inconspicuous events heralded the coming in of our greatest 
manufacturing business. Its birth was humble. Basically it stemmed from 
the union of small machine shops with local venture capital. Outstanding 
among early companies of such lineage was the Olds Motor Works of De- 
troit. In 1901 they produced a car which made motor history. This was 
the famous Oldsmobile runabout, a one-cylinder car selling for $650. It was 
designed with a curious curved dashboard something akin to the front 
of an old horse-drawn sleigh. It was our first low-priced car to be produced 
in quantity. 

^ The founder of this enterprise was Ransom E. Olds of Lansing, Mich- 
ipn. He had been trained as a practical mechanic in his father s machine 
shop, where crude gasoline engines for farm and marine use were made. 
As issue. Ransom experimented with a self-propelled road vehicle. 
He built several powered with steam in the years 1887-1891 but shortly 
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thereafter turned to the use of the gasoline motor. In 1897 Olds put to¬ 
gether his first Oldsmobile-now a prized exhibit at the Smithsonian In¬ 
stitution. 

Shortly thereafter occurred a seemingly unimportant event which may 
have determined the later territorial centralization of this new industry. It 
was decided to move the Olds business from Lansing to a larger center. 
The East missed a great opportunity. Olds considered various sites, in¬ 
cluding Newark, New Jersey, but found eastern capital cold to this strange 
and unpredictable venture. On the other hand, Fred L. Smith of De- 



Although Chauncey M. Depew had belittled the horseless car¬ 
riage at the outset, we find him in 1904 the proud operator of 
one of the curved-dash Oldsmobiles 

The Turning Wheel, by Arthur Pound, Doublcday, Doran 8c 
Company, Ltd. 

trolt, already one of Olds’ backers, prevailed upon him to locate in that 
city. Their success and the resulting high profits made Detroit bankers 
and businessmen definitely motor-minded. Of the little Oldsmobile run¬ 
abouts some 425 were produced in 1901, and in 1903, the year Henry Ford 
finally got started, the Olds Company turned out 4,000 cars. In spite of 
having lost $80,000 during the company’s first year, it had suddenly be¬ 
come prosperous. 

If one had been Henry Ford’s landlord back in 1896, one would not have 
been amused at his tenant’s predicament. Henry had just constructed his 
first crude car. He had put it together in a little shop adjoining his home 
only to find that it was too large to move out through the doorway. It was 
necessary to tear a gaping hole in the brick wall of the shop to permit the 
birth, like a chick emerging from its shell, of Ford car number one, 
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The contraption itself was crude but practical. The two cvlinderc . 
the engine had been fashioned from an old exhaust pipe^Tlw* f ° 
wheels had been salvaged from bicycles. The only seat was a himT 
saddle. It was belt-driven, with no Averse and no brakeT 
imracles. when the engine was cranked it worked. This rickety contrivanM 
of almost hairpin construction moved off haltingly in the rain over th^ 
rough cobblestones and down the alley with the proud young mechaSc 
seated precanously at the controls. Mrs. Ford, umbrella over™ 
watched frorn the back stoop. Were she a true daughter of Eve she 

^actLr ^ 

The first Ford manufacturing enterprise was a failure. In 1899 several 
busmessinen of Detroit agreed to put up $10,000 to enable Henry to build 
ten vehicles. Unfortunately the young inventor had not as yet wked out 

ffT S‘“' " ”0' prob'd to 

unbl he had. More capital was advanced until something like $86,000 

decided to part company. Heniy 
M. Ldand wjo had been building the motors took over and subsequenfi^ 
formed the Cadillac Automobile Company. ^ ^ 

leiI°Hp°m disappointment. He now faced a twofold prob- 

in improve his product and find new sources of capital. At this 

Ford’s genius became apparent. He was a good 

whil r “dustiy it was speed and 

if ? -u interest in automobiles. Ford figured that 

l?hls nr^oS ® he would at tlie same ttae adver- 

Tinkering and improvising, he assembled a machine, li October. 1901, at 

frombeSLto'^*^ uncouth-looking racer, came 

iLe^ siiAi T Winton in hi! smart, sleek- 

thus^be^comtoafr^'k'^/*^'^ ™ minutes and 23^seconds, 

tnus becoming track champion of the country. 

thrsecond^Cr'V°“°'^®‘^.“‘^ “ November of 1901 there was formed 
somi sSonn nf the Heniy Ford Automobile Company, with 

in the nether J^elted like the proverbial snowball 

‘ '?"• V >^g>-P'‘«*d oar. At that th. Ugi- 
hadseena visiorffl'^^ Promise of early business success. Ford, however, 
Back went Ford fn ^ was decided to dissolve, 

public eve and nromriH* ^PPV ^^i® formula of keeping in the 

the mos^renowned “fer^t through racing. Then was built one of 
me most renowned speedcars-the great “999.” It looked like a Leviathan 
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and was a brute in every sense. Powered with four cylinders, seven inches 
in diameter, with a seven-inch thrust, it turned up an alleged 80 H.P. 
Its exhaust could be heard almost in the next county. To drive it Ford 
secured a former hicyde racer who on October 23,1902 undertook to beat 
Winton in his great racer, “Bullet.” The Ford entry won the lead at the 
start and never lost it. Auto racing history was made that day. The driver 
of “M9” was Barney Oldfield, later to attain fame as one of the most dar¬ 
ing and colorful racers on American tracks. Both the Ford car and its pilot 
received wide acclaim. 

This new car-driver combination must have brought luck. Not only did 
it win races but five months later Ford’s ship finally caught the tide. On 
June 16, 1903, there was incorporated a small enterprise later to attain 
the stature of an Atlas—the Ford Motor Company of Michigan. Much 
credit for launching Ford in this, his third attempt, must be given to the 
man who took the main burden of financing. This was Alexander Mal- 
comson, a Detroit coal dealer whom Ford had come to know when the 
latter was an engineer of the Detroit Edison Company. 

Raising the initial capital was not easy. It was necessary to take sub¬ 
scriptions in small amounts and accept payment in notes as well as in cash. 
The Dodge brothers, who undertook to produce chassis for the new Ford 
Company, subscribed for $10,000 of stock, giving notes which they hoped 
to meet out of their manufacturing profits. It was Malcomson, however, 
who assumed the principal obligation. He agreed to stand good for bills 
up to $7000. In order to induce John S. Gray to invest $10,500 in cash, 
Malcomson guaranteed Gray against loss and made him president of the 
new company. Having thus scraped the bottom of the cracker barrel, they 
secured a bare $28,000 in cash. 

Small as this was, they proceeded to press ahead. Stock in the amount 
of $100,000 was issued for the cash, machinery, material, and patents. Ford 
and Malcomson each received a 251i per cent interest. Ford became vice 
president and chief engineer at a salary of $300 per month. As watchdog 
for the Malcomson interest, James C. Couzens was made secretary. 

In a factory which they rented for $75 a month, mechanics began turn¬ 
ing out crude little cars. Model A was in production with Ford in charge. 
Couzens took responsibility for handling finances and securing dealers. 
There was no fancy organization chart showing sharply defined responsi¬ 
bilities. Everybody pitched in. Both Ford and Couzens literally took off 
their coats to help load freight cars with the first shipment of the automo¬ 
bile modestly advertised as the “Boss of the Road." 

This third effort of Ford’s was successful. The new car was well received. 
It was 72 inches long, weighed 1250 pounds, and was powered with a 
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two-cylinder motor, which gave a speed of thirty miles per hour. It sold 
for $950 f.o.b. Detroit. In the company’s first delivery season, from June 
through September 1903, it did a business of $132,000 and made a profit 
of $36,000. Ford was finally launched on the career of his heart’s desire. 

The manufacturing methods and business practices of the Ford Com¬ 
pany were typical of the industry. In those early years the average manu¬ 
facturer was essentially an assembler of parts. Chassis, motors, wheels 
bodies, and upholstery were purchased from older concerns with plants 
established for supplying other industries. In the main the parts were 
bought on credit of from thirty to ninety days. Selling of cars was accom¬ 
plished through independent dealers in various parts of the country who 
were expected to pay part cash with their orders and the balance when 
the cars were received. 

By these means the small businessman with limited capital worked out 
a way of financing his automobile manufacturing operations. Basically it 
was a formula which down through the ages has enabled men to start 
in business with little money-buy on credit and sell for cash. The “price¬ 
less ingredient” is credit. Roy D. Chapin who, with some associates, 
founded the Hudson Company, spoke of the practice in the following 
terms: 

It is said that the Ford Motor Co. started with $ 28 , 000 . We started with much 
less than that. . . . 

Dealers’ deposits often paid half the sum necessary to bring out a full year’s 
production; and if the assembling were efficiently directed, drafts against the 
finished cars could be cashed as rapidly as the bills from parts makers came 
in. . . . 

We sold direcdy to distributors from the first. We looked for individuals of 
substantial capital and financial responsibility who would be sure to fulfill their 
engagements.^ 


When all was said and done it was the parts makers and selling agents 
who provided the bulk of tlie capital for innumerable little concerns em¬ 
barked on the great adventure of the horseless carriage. Accordingly 
even as early as 1904 we find 121 small enterprises producing some 22,000 
vehicles. Including such well-known makes as Oldsmobile, Locomobile, 
Winton, Haynes, Mobile, and White. 

In addition to the usual business problems inherent in opening a new in¬ 
dustry, these early manufacturers were confronted with an engineering 
problem of no mean perplexity, Would it be the steam engine or the 
internal combustion motor which would prove to be the most efficient 
foi-m of light, mobile power? Steam cars in the early days had certain 
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advantages. They were less noisy, smoother in acceleration, better hill 
climbers, and were fired by a cheap fuel—kerosene. Some manufacturers 
staked their all on steam power. However, as our engineers came to un¬ 
derstand the gasoline motor, its improvement yielded an efficiency un¬ 
dreamed of at first. When we began to build light, powerful, four-cylinder 
gasoline motors, the days of the steam car were numbered. Slowly over 
the years the great names in steam. Mobile, Stanley, and White, began to 
fade from the picture. 

When Ford finally got into production in 1903, he was regarded as some¬ 
thing of an upstart. Haynes, Olds, Winton, Stanley, White, Locomobile, 
Packard, and Cadillac had already won recognition. Foreign makes such 
as the Panhard, Benz, Daimler, and De Dion enjoyed even higher prestige. 
Moreover it shortly became apparent that the upstart was also a lone 
wolf. He trailed in nobody’s herd. He was the leading nonconformist in 
an industry of nonconformists. This almost eccentric individualism con¬ 
tinued to Aaracterize bis achievements. 

Ford’s first breach of what might be called the etiquette of the industry 
came in 1903 just as his third company was getting precariously under 
way. He refused point blank to join the Association of Licensed Automo¬ 
bile Manufacturers. This comprised the leading manufacturers of gaso¬ 
line cars, aU of whom were paying royalties to the owners of the Selden 
patent for the privilege of producing vehicles powered with internal 
combustion motors. The situation had been maturing for some years. 

Back in 1879 George Baldwin Selden, an attorney of Rochester, N. Y., 
had filed an application making broad claims for a patent on a self-pro¬ 
pelled vehicle to be driven by an internal combustion hydrocarbon motor. 
This application was kept alive one way or another until 1895 when 
Selden was granted a patent. Unable to secure financial assistance for 
manufacturing a car in accordance with his claims, he finally sold the 
patent to the Electric Vehicle Company of Hartford, Connecticut, a con¬ 
cern controlled by the New York traction magnate, William C. Whitney. 

By 1903 the Selden patent had been sustained in a court test and most 
manufacturers of gasoline cars, bowing to the seemingly inevitable, were 
paying royalties. Their Association of Licensed Automobile Manufacturers 
undertook to make certain that no rugged individualist escaped his share 
of the burden. Fred L. Smith, its president, whom we remember as the 
principal backer of pioneer Olds, took it upon himself to tell Ford and 
Couzens that unless they joined and paid the royalties, the going for the 
new company would be something less than smooth. In fact. It was inti¬ 
mated, they would be put out of business. To this alternative Ford and 
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When FORD Speaks the Worid Listens— 

Lor In All the Wotld No Car Like This 


FORD 


D Model T Touring Car 

*700 


$780 


FORD ^bQU 

*600 

The reason why is told in a few words: We are in a 
position to do business on a small profit. We have 
sold 30,358 of this same MODEL! Ca^-and we 
will build 30,000 more in lOll-Therefore, 

Don’t Experiment, Buy a FORD 

FORD MOTOR COMPANY 

DETROIT, Mica 

I.. AnembllnE PiBnU and Dnncli 

HthanJ HRANCII UOUBEai 

>VU!ry-ItUu«j Wineheiur A»m. Ailanu Cln«l-«i o..-. 


ModeJTR oads 


^'S 680 


'-numeii Ifta_ ui' -L----- RRANCII UOUBESi 

SES?"i;ri uS. 

MelUhirne 

Early advertisement of Model T Ford 
Courtesy of the Ford Motor Company 

Couzens were of one mind and Couzens is reported to have stormed: 
fijeiden can take his patent and go to Hell with it." ® 

Accorfingly suit was brought against the Ford Company and the 
^-gtinmng for the lone wolf with a series of newspaper 

offlnwr®? Ford retaliated by 

courts ^ dealers and purchasers. Issue was joined in the 

ixflrfl fn fV ^if Fords in growing numbers without re- 

gard to this battle. In 1905 dividends of $100,000 were paid by the little 
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company which just two years before had been started with only $28,000. 
After eight years of costly litigation Ford finally won in the United States 
Circuit Court of Appeals. Thencefortli not only he but aU American manu¬ 
facturers were free to make a gasoline car without paying license fees. 

In 1906 Ford borrowed money to buy out Malcomson’s 25.5 per cent 
interest for $175,000 and several other stockholders as well. This gave 
Ford 58.5 per cent of the outstanding stock and a margin of control suffi¬ 
cient to enable him to pursue the course to which his vision was driving 
him-lower prices, more sales, and greater profit. In the following year, 
1907, which was one of serious financial disturbance throughout the coun¬ 
try, Ford reduced prices and secured upwards of $5 million in sales. For 
the first time he made a net profit of over $1 million. Following this Ford 
really took the hobbles off of his imagination. “Still playing a lone hand, 
Mr. Ford next proposed to build the sort of dream car he had in mind, 
a light four-cylinder touring car of not less than 20 horsepower, capable 
of transporting five passengers.” * In order to secure both strength and 
lightness, he introduced the use of vanadium steel. Cylinders were cast 
en bloc and the number of parts reduced. Tbe steering wheel was on the 
left side. In offering this car for the first time in 1908 Ford proclaimed that 
it would do 22 to 25 miles per gallon of gasoline and that its tires would 
last 10,000 miles. All of this for $950. Experts in the employ of other com¬ 
panies proved conclusively that this was the stuff of which dreams were 
made. The older manufacturers and engineers of the industry had them¬ 
selves a good laugh. It was the last one they were to enjoy for quite a 
spell. One of the greatest motor cars of all time had been produced. The 
lone wolf had brought forth the Model T. 

Thus after five years of manufacturing. Ford was at last traveling on the 
broad highway which all his instincts told him led to success. He would 
improve design, simplify manufacturing, produce in quantity, and sell at 
lower prices. Then he would repeat, as each reduction in price brought 
into being a broader base of prospective customers. One of his most strik¬ 
ing achievements in production procedure was the adoption of the moving 
assembly line in 1913. Under the stationary assembly practice previously 
used the best time for completing a Ford chassis had been 12 hours and 
28 minutes. With the moving lines the time was cut to 1 hour and 33 min¬ 
utes. Aided by this and other economies made possible by huge produc¬ 
tion schedules, Ford confounded the skeptics and realized his dream—a 
car for the millions. The record of Ford’s success with his brain child, 
Model T, stands as a monument to the American way. Perhaps more 
graphically than anything else it has signalized to the world the key to our 
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material well being and political stability-more goods for more people. 
Note how as the price was reduced, business went up.‘ 


New price 
for Model T 
touring car 

Year 

For fiscal years ending September 30 
output (Cars) 

$950 

1909 

10,660 

$9,041,291 

780 

1910 

19,051 

16,711,299 

690 

1911 

34,979 

24,056,768 

600 

1912 

76,150 

42,477,677 

550 

1913 

181,951 

89,108,885 

490 

1914 

264,972 

119,489,317 

440 

1915 

283,101 (a) 

121,200,871 

. 360 

1916 

534,108 (a) 

200,807,327 


(a) Period ending July 31stj ten months only 1915, 


Many businessmen of more orthodox thinking would have been con¬ 
tent to rest on the record and permit gathered momentum to carry them 
along. Ford was not. He began making more ambitious plans. He and his 
associates laid out the expansive River Rouge project which would include 
blast furnaces, foundries, glass factories, and facilities for making parts. 
It was a gargantuan conception of seeming folly to those without the 
vision. 

Among the dissenters affected by this acute myopia were the Dodge 
broth^s. As minori^ stockholders they brought suit to enjoin such an 
ambitious reinvestment of earnings and to compel payment of higher cash 
dividends. The suit dragged on until 1919 and Ford continued to build. 
The final decision directed him to pay a special cash dividend but sup¬ 
ported his use of surplus funds greatly to expand facilities. This action in 
reprd to dividends was too much for the lone wolf. He decided to buy out 
rninority stockholders, first allowing them to get the disturbing impression 

^ t he might as an alternative start an entirely new concern to build low,- 
p^ed cars. From large eastern banks Ford secured a one year credit oif 
$75 ^lion of which he used $60 million. By the fall of 1919 Ford and his 
l^ily owned all of the stock of the then world’s largest motor company, 
■ne Dodge brothers were paid $25 million in cash for stock for which 
they had originally subscribed $10,000 and on which they had already 
received $9,871,500 in cash dividends. 

In spite of the extraordinary prosperity of the Ford Company, it is 
interesting to note that its financial position was not impregnable. The de¬ 
pression of 1920-1921 found it, along with most others in the industry, in 
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an extended condition. Emergency measures were found necessary. When 
trouble started in the summer of 1920, Ford’s first step was to reduce prices 
in order'to stimulate falling sales. This proved of only temporary benefit 
and business continued to get worse. At the year’s end it was obvious that 
something drastic would have to be done. The company owed about $143 
million and its cash was down to $1354 million. Ford took prompt action. 
Buying of parts and materials was abruptly shut off. Parts on hand were 
hurriedly assembled into finished cars, which were shipped draft attached 
to dealers who were forced to accept and pay for them. Ford production 
was then shut down. Rumors began to spread. Joyfully in some quarters, 
word went around that finally the lone wolf had Ws foot in a trap. It was 
whispered that Ford was broke. 

Such was far from the case. By his prompt but autocratic action Ford 
had escaped with some margin to spare. He had avoided recourse to bank 
loans. The reason for his success lay in the good will of Ford dealers and 
the importance they attached to retaining their franchises. The capacity 
to make them take and pay for 125,000 cars in a period of business panic 
was something available only to Ford. In effect, he had forced his dealers 
to do his emergency financing. Many of them borrowed heavily from local 
banks. 

Beyond this, however, the Ford genius showed itself. Operating econ¬ 
omies and improved methods were introduced to the extent that over¬ 
head per car was reduced from $146 to $93. By purchase of the Detroit, 
Toledo & Ironton Railroad a way was found, through speeding up freight 
deliveries, of cutting the cycle of production from 22 to 14 days. This 
reduced the capital tied up in inventories and in the process of manufac¬ 
ture by about $28 million. Ford had weathered the storm and had profited 
by the experience. 

The optimism which he had shown in projecting the huge River 
Rouge development in 1914 was borne out. As compared to 264,000 cars 
produced in that year, the company in 1923 made over 2 million and 
showed a net profit of nearly $100 million. Integration of production 
facilities was extended and expanded. Assembly plants were started in 
strategic centers in the United States and abroad. Then in the years 1923 
to 1926 the lone wolf faced a situation which was novel for him. Ford 
sales lost ground compared to other low-priced cars such as Chevrolet, 
Dodge, and Essex. The great Model T bom in 1909 had become dated. 
Competition had produced cars more appealing to the public. Accordingly 
a new Ford was designed and in 1927 put in production. 

Even though Ford had been slow to make this adjustment, his company 
had grown to new proportions and was no less highly regarded. At the 
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end of 1926 net assets were over $700 million. Ford next experienced a 
sensation perhaps unique to him among all businessmen. He refused an 
offer of a billion dollars for his company, About that time John W. Prentiss 
of Homblower & Weeks offered such an amount for all of the Ford stoi 
with the idea of reselling it publicly through a large syndicate of security 
dealers. 

It is to be noted that the growth from the beginning in 1903 with only 
$28,000 in cash to the billion-dollar value stage had all been accomplished 
through the reinvestment of company profits. Rapid as the expansion had 
been no new outside capital had ever been required. The record consti¬ 
tutes a forceful example of the power inherent in the plowing back of 
earnings. Of course, basic to all this success was the Ford genius. His mind 
was sensitively attuned to the potentialities of the motor car and the 
modem era of quantity production, He was the unquestioned leader of 
the industry in its period of most rapid giwth. To give the world the 
benefit of his unique talents, it was necessary that he work as an indi¬ 
vidualist. He was Henry Ford, first, last, and all of the time. By breaking 
from the herd and insistently going his own way, Ford advanced the cause 
of cheap transportation the world over. It was a great contribution. 
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the motor industry-new giant 


i.HE hectic upsurge of this new industry produced a 
multitude of colorful personalities as unknown mechanics and small-town 
businessmen forged ahead to leadership. Ford’s story is typical in many 
ways. But equally stirring tales of business achievement could be told of 
companies such as Chrysler, Packard, Dodge, Nash, Hudson, Studebaker, 
White, Mack, and many others. Most spectacular of all, however, is the 
story of General Motors. From it emerge two outstanding individuals— 
William Crapo Durant, dramatic pioneer, and Alfred P. Sloan, Jr., creative 
organizer. 

This man Durant, preeminently a product of his times, was one of our 
greatest salesmen-promoters. He made his start during the 1880’s in Flint, 
Michigan. Having acquired for $50 a patent on an innovation in the con¬ 
struction of a horse-drawn cart, he entered into partnership with Josiah 
Dallas Dort and contracted with a manufacturer for 10,000 carts at a cost 
of $8 each. Such a production schedule was almost unheard of. But Durant 
had no difficulty in selling the output for $12.50 each. He had discovered 
the magic which could be wrought with quantity production and wide 
distribution. Durant and Dort invested their profits in financing the Du- 
rant-Dort Carriage Company. By the early 1900’s the new firm was produc¬ 
ing some 50,000 carts per year, was highly prosperous, and had created a 
sensation in the carriage industry. Durant was already looked upon in Flint 
as something of a genius. 

It was quite natural, therefore, that Durant’s aid should be solicited 
when in 1904 David Buick’s struggling little automobile company, op¬ 
erated by the Flint Wagon Works, became financially involved. After 
some hesitation Durant agreed to reorganize and assume the management 
of the Buick Motor Company. This was just one year after Ford had made 
his successful start. It was also the last time that his competitors or asso¬ 
ciates were able to detect any hesitation on Durant’s part. 

The methods employed in rebuilding the Buick Company were typical 
of the practices of the industry. Existing creditors were prevailed upon to 
supply more parts on credit to the new management. Additional bank 
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credit was arranged. Car design was improved. To this formula was 
added the dynamic quality of Durant’s personality. With his seasoned ex¬ 
perience in selling on a national scale and broad acquaintance throughout 
the country, Durant shortly had perfected an alert and aggressive dealer 
organization. The four-cylinder Buick, selling in the $1000 price range, was 
a good value. Responding to Durant’s enthusiasm, Buicks began to move, 
In 1905 some 673 were sold and in 1906 sales jumped to 2295 cars. By 
1908 the Buick Motor Company led the industry with a production of 



Original Buick factory at Flint, Michigan, 1903-04 
Tht Turning Wheel, by Arthur Pound, Doubleday, Doran & Company, Ltd. 


8487 cars compared to Ford’s 6181. In a short four years, largely through 
reinvested earnings, the net worth of the company had been increased to 
nearly $3,500,000. Durant had become a Miracle Man. 

It must not be thought, however, that this crown was worn with com¬ 
placency. Like other car manufacturers Durant noted the unpredictable, 
changing quality of the industry. The product was so new and its en¬ 
gineering so untried that from one season to the next no manufacturer 
could foretell which cars would be popular or, on the other hand, which 
leaders might pass into oblivion. Ford’s solution, as we have seen, was to 
concentrate on a standard model, gradually reducing its price so as to 
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broaden his sales target. Durant took an entirely different slant. He would 
diversify his products, offering cars of various types and at different prices 
with the hope that each year some of them would win popular approval. 
Ford was shooting with a rifle; Durant with a shotgun. Both succeeded. 

As a means of carrying out his conception of manufacturing diversifica¬ 
tion, Durant caused the incorporation of the General Motors Company 
in the fall of 1908. Its shares were exchanged for those of the Buick Motor 
Company. An underwriting agreement was arranged for the sale of 
$2 million General Motors preferred stock carrying a 50 per cent common 
stock bonus. During the next two years Durant, using both cash and Gen¬ 
eral Motors stock, bought up other companies in a campaign which had 
the industry agog. He acquired eleven different car companies including 
Cadillac, Olds, and Oakland, and a miscellaneous group making parts 
and accessories. This was done in the grand manner which was to char¬ 
acterize Durant’s operations. He made commitments on the spur of 
the moment and at times paid utterly fantastic prices. Large blocks of 
stock were issued for “services” and to reward favorites. There was a high 
proportion of water in his company’s capital. Nevertheless the surging 
growth of the industry and Durant’s policy of retaining earnings in the 
business were constantly turning water into real values. 

On the surface Durant’s ambitious new General Motors looked at this 
time like another business miracle to his credit. In 1910, two years after 
starting, its sales were almost $50 million and net profits about $10 miljlion. 
In reality, however, Durant had spread himself too thin. He had stretched 
his credit to the limit and had reached that danger point where one un¬ 
toward event could bring catastrophe. Such misfortune came in the form 
of a slump in Buick sales, the company which was the keystone of his 
credit arch. A meeting of bank and merchandise creditors was called. 
Emergency action was decided upon. Added working capital was needed 
which could only be secured upon a complete change in the company’s 
expansion policies. Durant, the driving, daring, and undoubtedly reckless 
pilot, was dropped. His ship was handed over to banker control. 

In order to fund part of its current debt and provide new working cap¬ 
ital, an issue of $15 million General Motors five year 6 per cent notes 
with a liberal bonus of common stock was sold at a price around 85 to a 
syndicate headed by Lee, Higginson fit Co., J. fit W. Seligman & Co., and 
the Central Trust Company of New York City. The event was significant 
because it marked the entrance of eastern capital on a substantial scale 
into the automobile field. The industry’s capital requirements had become 
so large that they could no longer be met by parts makers and suppliers. 

Control of die company was vested in these banking interests trough a 
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five-year voting trust. Immediately a business reorganization was under¬ 
taken. The adventurous buying of new companies was stopped and some 
of the old ones were sold. Conservative financial policies were adopted. 
Operating controls and standardized methods were installed. 

Aided considerably by the growing demand for cars, success attended 
these efforts. In the year which saw the termination of the voting trust, 
1915, the company was in strong condition with ample working capital 
and no bank debt. Furthermore, for the first time the common stock was 
put on a dividend basis with a liberal disbursement of $50 per share. 

The’expiration of the voting trust gave Durant an opportunity to stage 
a sensational comeback. He was not the type to take defeat lying down. 
In a daring maneuver he recaptured control of General Motors. To put 
himself in position for this triumph had taken some time. After he had 
been ousted by the bankers from the management of General Motors 
(1910-1911), Durant had hied himself back to Flint to begin again from 
scratch in building up new motor companies. Employing only a modicum 
of capital, he drove ahead with the customary Durant vigor. One of the 
models he introduced had been designed by a former racing driver for the 
Buick Company—Louis Chevrolet. Once again fortune smiled upon Du¬ 
rant. The new Chevrolet car at first gave promise, and then became a sen¬ 
sation. By the end of 1915 its annual net profits were in the neighborhood 
of $2 million. In the fall of that year, for the purpose of consolidating his 
new interests, Durant organized the Chevrolet Motor Company of Dela¬ 
ware. Its common stock was offered for public subscription. 

Meanwhile Durant had been occupied with moves in the field of grand 
strategy. He had succeeded in enlisting the financial assistance of Louis 
G. Kaufman of the Chatham & Phoenix National Bank, New York City. 
Of even more significance was die fact that he had laid his spell over the 
owners of one of the nation’s greatest aggregations of wealth—the du Fonts 
of Wilmington, Delaware. Throughout the year 1915 Durant and his sup¬ 
porters were quietly buying up General Motors stock in the market. 

Then in the late weeks of that year Durant launched his offensive. 
Clothing the litde Cnevrolet Company with all the magic of his own name, 
he o£Fered to exchange five shares of Chevrolet stock for one of General 
Motors. It was in effect a David and Goliath encounter. Chevrolet was earn¬ 
ing about $2 million and General Motors around $14 million. In spite of 
the active opposition of the banking interests which had been running 

eneral Motors, many of its stockholders accepted the exchange. Nothing 
^ccee s like success and Durant looked more than ever like a winner. 
By June of 1916 the batfle was over. Chevrolet owned a majority of the 
stock of the General Motors Company. The little company had swallowed 
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the big one, many times its size. Durant had performed once more. Again 
his flag was at the masthead as President of General Motors. 

It would be pleasant to relate that Durant and General Motors lived 
happily ever after. Such was not the case. Durant continued to be him- 
self-the man of action, the perennial optimist and promoter extraordinary. 
Likewise he continued to suffer from the defects of his qualities. A wealth 
of imagination and spirit of adventure left no room for prudence in his 
make-up. His was the type that could never in prosperous years make 
allowance for future adversity. 

After again taking command in 1916, Durant drove expansively ahead. 

In that year he organized the entity which has since carried on the affairs 
of this business empire, the General Motors Corporation (Delaware). 
This new concern took over both the General Motors Company (New 
Jersey) and the Chevrolet Company. It became largely an operating as 
distinguished from a holding company. 

In the meantime Durant had also formed the United Motors Corpora¬ 
tion, a holding company which had purchased some valuable parts com¬ 
panies such as the Dayton Engineering Laboratories Company and the 
Hyatt Roller Bearing Company. This group was turned in to General 
Motors late in 1918. Its earnings at that time were about $7 million a year. 
In these acquisitions, as in those prior to 1910, Durant at times paid 
extravagant prices and also pennitted large blocks of stock to be issued 
for promotional services. Durant’s expansion plans had become so large 
as to call for outside capital. Accordingly in mid-1920, J. P. Morgan & Co. 
and some English interests agreed to underwrite an offering of 3,287,803 
shares of General Motors common stock at $20 per share. This brought 
approximately $60 million of new money into the corporation. 

The receipt of this large amount of new capital at that particular mo¬ 
ment was fortunate. Trouble was abrewing. During the first six months of 
1920 business surged upward. Consumers were scrambling for goods. 
Manufacturers were bidding for materials and building up large inven¬ 
tories. Prices were rising. It was the seller’s dream of a perfect market. 
General Motors, like most other business concerns, joined the merry chase. 
Its inventories went from about $128 million at the beginning of the year 
to over $200 million by the end of August. In addition, some $79 million 
went that year into plant expansion. Then overnight the dream began to 
fade. Prices broke badly, orders were cancelled, and buyers could name 
their terms. General Motors like many others was out on the end of a limb. 
As sales fell sharply, inventory values were drastically cut. Before the 
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trouble was over General Motors was forced to take losses of over $100 
million. The stockmarket registered for all to read the serious ilhess of 
business. General Motors sold down from 27S per share in May to 13)i in 
December. 

It was Durant’s quixotic personality reacting to these events which 
wrought the disastrous climax to his eventful career. He attempted what 
has ruined many men—to support the price of a particular stock or com¬ 
modity against a broad general market decline. Even in this folly, one’s 
sympathy is enlisted by Durant’s qualities. He was not impelled by the 
desire for personal profit, Rather his attitude was Napoleonic. He was die 
great business emperor and General Motors was his empire. By maintain¬ 
ing its credit and prestige he could go on to other conquests. His actions 
were directed in part by an identity complex. General Motors was Durant. 
In consequence he was carried away by the idea that it was his personal 
responsibility to see that his army of friends came to no loss through owning 
General Motors stock. 

As the market fell Durant bought. But prices worked lower and almost 
constantly more stock was offered. All through the summer and early fall 
of 1920 Durant stood there always buying, buying, buying. He pledged his 
own large holdings of General Motors for money with which to increase 
his purchases. He prevailed upon friends to join him, at the same time 
guaranteeing them against loss. A dozen telephones from his desk were 
kept busy instructing brokers all over the country, His ofiSce and its ante¬ 
room were daily the scene of a milling group of brokers seeking more 
orders—and toward the end more collateral. Nevertheless the outpouring 
of stock continued. One transaction alone involved 150,000 shares. As the 
forces of general business liquidation bore down upon him, Durant never 
faltered. He was true to that inner vision that set him apart from other 
men—that made him Durant. He gave his all in this grandiose battle with 
the inexorable. 

’Then finally one day in the fall. General Motors stock in its per¬ 
sistent decline broke below $15 per share. The business Napoleon had 
fired his last shot. Durant was through. His credit was exhausted. His 
personal loans aggregated upwards of $25 million. Banks and brokers all 
over the country were clamoring for payment. Dominated by fear of 
further dedine in the price they threatened to dump wiUy-nilly upon the 
market Durant’s General Motors stock which they held as collateral, 
mth Mmething over 2 million shares involved, such a course at a time 
when businessmen were already in a state of jittery nerves would have 
invited Jockmarket catastrophe. As long as Durant’s huge holdings were 
scattered among many brokers, anything might happen. The obvious 
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solution was to consolidate the holdings in one spot where these dangers 
would be removed-to put the stock into strong hands. No time was to be 
lost. One more untoward event in the market would have precipitated a 
stampede of selling. 

Fortunately Durant had already associated himself with two of the coun¬ 
try’s strongest financial groups, the du Fonts and the House of Morgan. 
He had, however, failed to make known to them the extent of his market 
operations. When at the end he disclosed the facts, both of these interests 
saw that something must be done and fast. Accordingly a meeting was 
hurriedly called late one evening in Durant’s ofiSce in uptown New York. 
In a restrained and coldly dignified manner Durant told in detail of his 
huge loans and his inability to meet them. The daring genius that had 
conceived and put together one of America’s greatest manufacturing 
enterprises was forced to make the humiliating admission that he had got 
himself into a frightful mess. The Conqueror who had built a business 
empire was now petitioning for rescue. 

The meeting carried on hour after hour until about dawn. Finally a 
plan was worked out. The du Fonts agreed to purchase 2,504,273fshares of 
General Motors from Durant for $23,790,600 in cash plus a block of stock 
in Du Pont Securities Company which was to be formed to carry out the 
transactions. With this cash Durant was to pay ofiE his loans and deliver 
his General Motors stock free and clear. To conclude the deal the du 
Fonts put up $7 million in cash and borrowed $20 million from J, P. 
Morgan & Co. secured by their own holdings of General Motors and the 
shares acquired from Durant, or a total of about 4 million shares. Later 
Durant turned over his interest in Du Pont Securities for 230,000 shares of 
General Motors. 

Then on November 30,1920, came the announcement that Durant had 
resigned as President of General Motors. He was never to return. This 
was indeed a bitter defeat for the great promoter and builder of a business 
domain. But the man was still Durant of the unconquerable spirit. When 
some time later a friend was calling on him in his new small office, he 
made it quite clear that he wanted no sympathy. As goodbyes were being 
said, he strode to the window, drew himself erect, and directing his gaze 
at New York’s inspiring skyline exclaimed, “It’s a new dayl” ^ 

In the reorganized General Motors setup, Pierre S. du Pont became 
president and Alfred P. Sloan Jr., vice president in charge of operations. 
They brought to bear on the affairs of the company those qualities which 
Durant so sadly lacked. Businesslike operation and organized methods 
succeeded the former plunging and haphazard practices. As a matter of 
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fact, the whole industry was undergoing a change. The lusty, booming, 
mining-camp days were giving way to a new order. 

When du Pont and Sloan took over, they faced some perplexing prob¬ 
lems. The company had spread itself too expansively. Concentration of 
effort was definitely indicated. It was necessary to lop off some branches 
of the tree so that others might thrive. Outside consulting engineers had 
recommended discontinuance of Chevrolet. Being directly competitive 
with Ford, they predicted for Chevrolet a dubious future. Sloan and du 
Pont thought otherwise. They disregarded the advice of experts and 
backed Chevrolet heavily. Within a few years this courage and judgment 
were rewarded. Under the competent direction of William S. Knudsen, 
Chevrolet was not only able to compete successfully with Ford but in 1927 
wrested leadership away from him to become the world’s number one car 
in units sold. 

In this rearranging of the affairs of General Motors, it shortly became 
apparent that Sloan was signally qualified to direct the company through 
this second phase of its development. Accordingly du Pont stepped aside 
and Sloaf took the bridge as president. His previous experience in man¬ 
aging a successful business of his own was now to prove invaluable. 
Factual studies and scientific methods were applied all along the line. 
Patiently and carefully Sloan welded the sprawling aggregation of Durant 
companies into an integrated and coordinated organization. 

That Sloan was a skipper of unusual competence in directing the course 
of this leviathan of business is attested by the record. In some peacetime 
years company sales have exceeded 2 million motor vehicles and accounted 
for more than 40 per cent of American motor car production. By 1948 
working capital had grown to over $1 billion. This was quite a growth 
for Durant’s little acorn, the Buick Motor Company, which forty years 
before was practically insolvent with annual sales of only 673 cars. Credit 
for the achievement belongs to a veritable army of men headed by Durant, 
the promoter; du Pont, the capitalist; Morgan, the banker; and Sloan the 
chirf executive. 

This record of General Motors is typical of the industry. During these 
same years other pioneers of the “horseless carriage” era were driving 
ahead in a competitive race to build better cars and more of them. Men 
like Nash, Chrysler, Chapin, Coffin, MacCauley, and a host of others, 
working under our system of free enterprise, by their initiative and ag¬ 
gressive energy were spreading American abundance to the four corners 
of the globe. As early as 1926 we accounted for upwards of 85 per cent 
of world output. While for each of our large companies there is' thus a 
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siicces! story to tell, we must for present purposes rest content with those 

of the two largest in the industry, 

In concluding this necessarily restricted survey of the coining in of the 
mi tnmnhile business we are once again struck by a noteworthy feature, Its 
ottaordinary growth was financed largely from reinvested earnings. Based 
upon the figures of eight of our most important manufacturers, it has 
IteB estimated that in 1926 approximately 80 per cent of their total 
tmgible invested capital of about (1,6 hion was derived from plowed- 
back profits. The reinvestment of these earnings permitted vast plant 
m m iiinti and integration of producing elements. These in turn worked 
toward lower prices, or better values, or broader markets. More cats for 
0ore people. That such earnings were realized in the first instance and 
retained in the business secondarily was doe not only to the liberal profit 
margin which characterized the operation of the industry but also to the 
fact that corporation taxes took but a small portion of the earnings. 
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THE GLAMOR BUSINESS 


Part One: From Peep-Show Arcade to 
Feature Films 


i-HE motion picture business, confounding one of our 
cherished superstitions, started on Friday, the 13th of April, 1894, at 1155 
Broadway, New York City. This first Kinetoscope Parlor was scheduled to 
open the following day but the event was accelerated by the desire of the 
free-enterprisers in charge to earn some supper money. These included 
Alfred and Bertram Tate who were getting the place ready for Andrew 
M. Holland, the concessionaire. 

They had installed ten Edison "peep show” machines in a vacant shoe 
store. Once opened, enthusiastic patrons crowded the small arcade until 
one A. M. The first da/s business grossed the munificent sum of $120. The 
Tate brothers were thrilled. 

This was the modest debut of the most sensational, flamboyant, uncon¬ 
trolled business adventure since the beginning of trade. With the velocity 
of a prairie fire during the next three decades motion-picture show places 
spread over the country until some 20,000 theaters in the United States 
were carrying daily entertainment to millions of patrons. Before it was 
fifty years old this industry would represent an investment of over $2 
billion and be doing an annual gross of over $1 billion a year. 

In its early years this unpredictable new business flung wide the doors 
of opportunity. Starting on a shoestring, or on no string at all, thousands 
of unknown, impecunious people became proprietors and built small for¬ 
tunes. Others grew to leadership in the industry and attained great wealth. 
Men of capital in other fields failed to appraise the potentials of this one 
or to understand its erratic vagaries. 

Strange factors were involved. Inherent in the showing of motion pic¬ 
tures were powerful forces of mob psychology. An audience that numbered 
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came to genuflect before a handful of players. Widespread hero 
worship produced the incredible system of “stars.” Charlie Chaplin’s earn¬ 
ings jumped within a few years from a few hundred dollars a month to 
over $1 million annually. Mary Pickford, still in her twenties, came almost 
to dominate an entire industry. In the crescendo of lavish film production 
money lost all relation to commonly accepted values. 

Basically, however, this was a sound business. People have an almost 
insatiable craving for entertainment and in the aggregate spend huge sums 
for its satisfaction. A new field of world trade was opened which we were 
able to exploit with almost unparalleled success. Our shadow pictures 
thrilled millions of customers in foreign countries, most of whom came to 
know America only through the portrayals of the screen. The motion-pic¬ 
ture film spoke a universal tongue. For the first time man’s yearning for 
amusement could be catered to in a common form the world over. Viewed 
from the standpoint of dramatic expression, a new art had been bom. 

The Edison Kinetoscope which so enthralled those first spectators was a 
erode device. A narrow cabinet, some four or five feet in height, presented 
a peephole, or viewing slot, in its top surface. On the inside fifty feet of 
film was arranged so as to revolve by electric motor in a continuous strip 
around a series of spools. An electric light, a viewing lens, and a -shutter 
were so adjusted that the observer saw lifelike figures moving in anima¬ 
tion as the film passed before the eyepiece. 

This invention of that prolific mastermind of Menlo Park was a culmina¬ 
tion as well as a beginning. For long years men had given thought to the 
idea of producing in picture form an illusion of natural movement. But 
it was not until about 1840 that Peter Mark Roget in London (he of the 
Thesaurus) came upon the discovery that is basic to motion-picture pro¬ 
duction, the so-called principle of “persistence of vision.” It was found that 
a sudden impression upon the retina of the eye lingers for an appreciable 
moment—roughly one-fiftieth to one-thirtieth of a second. Hence a series 
of inteimittent impressions leaves upon the mind a sense of natural mo¬ 
tion. Continuous movement of images, on the other hand, results only in 
blurred perception. Thus today both movie cameras and projectors operate 
intermittently. 

Following Roget’s discovery, inventors both here and abroad set them¬ 
selves to perfect a device which would trick the eye into the illusion of 
viewing things in motion. Most notable of these was Thomas Alva Edison. 
After inventing the phonograph in 1877 it occurred to him that if he 
could combine it with moving pictures he would have an amusement 
appliance of great appeal. Basically he was anticipating the “talkie” which 



312 


THE EPIC OF AMERICAN INDUSTRY 


burst with such disturbing effect into the movie industry almost forty 
years later. Edison tackled the problem of inventing both the motion-pic¬ 
ture camera and the viewing device. As to the former, it was not until he 
came across the work of another genius that he made headway. George 
Eastman had just evolved the roller photographic film in an effort to 
stimulate amateur photography and sell more Kodaks, Using this film for 
his camera, Edison invented a sprocket control, the teeth of which fitted 
into perforations in the film strip. In this way*the film could be moved 



Facsimile of drawings and notes by Edison relating to his development of the 

phonograph 

Courtesy of the Thomas Alva Edison Foundation 


quickly and stopped for short inteiTals before the camera lens, Edison 
thus achieved the intermittent exposure which, in conformity with Roget*s 
discovery, was necessary to produce a satisfactory illusion of motion. He 
called his camera fitted with this film-feed control sprocket, the Kincto- 
graph. Concurrently he evolved the peep-hole viewing machine or 
Kinetoscope. It is provable that there is not noto and never has been sub^ 
sequent to the year 1888 any motion picture film machine whatsoever of 
any relation to the screen art of today that is not descended by iraceahle 
steps from the Kinetoscope** ^ 

Edison applied for patents in 1891, Having worked out the basic me- 
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chanical problems, he and his laboratory assistant in this field, William 
K. L. Dickson, were faced with another diflBculty. They would have to 
provide a continuous supply of new pictures for the Kinetoscope. Then 
was built the country's first movie studio. Back of the Edison factory, 
Dickson threw together a little shed built of scantlings, lath, and tar 
paper. Costing a total of $637, it was appropriately known as the “Black 
Maria." In this little hut, which could be moved to face the sui‘. at differ¬ 
ent hours of the day, were made our first movies of dancers, pugilists, 
jugglers, and a variety of other performers. 

Edison arranged for the sale of the Kinetoscope through outside inter- 
ests-Raff & Gammon. They bought the machines for $200 each and resold 
them to little arcade exhibitors for $300 to $350. The crude 50-foot films 
were similarly sold for a small fee. Public interest was active from the 
start and shortly thousands of persons were being entertained by the 
flickering views to be seen through the Kinetoscope peepholes. 

Now an extraordinary situation developed. Edison, whose inventions 
had made the motion picture possible, failed to see the importance of the 
next step—projection on a screen. In fact he did not seem to sense in any 
substantial way the almost limitless future for this new form of entertain¬ 
ment He looked upon the Kinetoscope as just something to go along with 
the phonograph in little arcade rooms. He even refused to spend $150 to 
take out foreign patents. 

But certain arcade exhibitors were beginning to chafe at the limitation 
that only one person at a time could view the picture in the Edison 
Kinetoscope. Among these were the Latham brothers of New York who 
had been specializing in pictures of boxing matches in their peep-show 
parlor. With the help of their father, Woodville Latham, they worked 
out a jerry-built projection machine and in May, 1895, they put on a four 
minute screen show at 153 Broadway, New York City. The opening May 
21,1895, ill-advised and imperfect as it was, was the first public showing 
of motion pictures on a screen in all the world.” ® 

This pressure for projected pictures was not lost upon Raff & Gammon 
who had the responsibility for selling the Edison Kinetoscope, They 
agreed with the arcade operators that more admissions could be sold if 
patrons were treated as a theatre audience. Edison, however, showed 
only scant'iiiterest. He believed there was a greater commercial future 
for him in manufacturing peep-show machines. But Raff finally prevailed 
on Edison to witness the operation of a projection machine which had 
been worked out by Thomas Armat of Washington, D. C. It was prac¬ 
tically conceived although still crude, Edison was impressed. He sue- 
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cumbed to Raff’s peisistence and agreed to manufacture a projector on 
the “Armat design.” 

This machine, termed the Vitascope, was successful and received a long- 
celebrated first showing at Rosier & Rial’s Music Hall, Herald Square, 
New York City, on Aprd 23, 1896. Its fame spread quickly and soon Edi¬ 
son’s distributors, Raff & Gammon were selling exclusive rights for its 
use in separate states at prices ranging from $1500 to $5000 for each such 
teiTitory. Films continued to be produced in the "Black Maria” and were 
sold for prices ranging upward from $10. Exchanges were made for a 
$2 fee. 

The movie business had taken on a new pattern. Projection of pictures 
to large audiences had arrived. The peephole device was on its way out. 
For the next ten years vaudeville houses were the principal places of 
exhibition. “Living pictures” were simply one act of a vaudeville show. 

As public interest in motion pictures grew, other inventors and small¬ 
time promoters came up with cameras and projection machines, most of 
which infringed the Edison patent. The sale of these illegitimate products, 
many defective in quality, created a chaotic situation. Adding to this 
turmoil was another practice which gave the industry a bad name. Some 
enterprising cutter-of-sharp-comers discovered that one could take a 
film, make a negative of it, and then reprint any number of positive dupli¬ 
cates which could be sold at cut rates. “Duping,” particularly of foreign 
films, became a common practice. 

The first films produced were, as we have seen, episodic in character- 
dancers, parades, prize fights, and special views. A memorable one was a 
head-on view of the oncoming Empire State Express. It was so realistic that 
the locomotive seemed to be plunging straight out into the audience. 
Gradually the idea took hold of using the motion picture to tell a story. An 
early such Edison film, 800 feet in length, became a national sensation 
in 1903. This was Ths Great Train Robbery, a storied sequence of a train 
holdup, pursuit of robbers, a dancehall episode, and an escape. The 
Vitagraph Company then presented a film version of A Gentleman of 
France and in 1905 Raffles the Amateur Cracksman. Thenceforward the 
stoned film took hold until it dominated the art. Young as the industry was, 
there were already a good many producers. Among these. Biograph stood 
first in quality of product. 

Changes and important developments were occurring almost as rapidly 
as these early films flickered. In April, 1902, Thomas L. Talley opened the 
first out-and-out motion picture theater in Los Angeles. The next year 
Harry Warner and his brother opened a “ninety-nine seat store show” in 
Newcastle, Pennsylvania. Improvement in equipment proceeded rapidly. 
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In distribution new procedures were also evolved, Henry J. Miles in San 
Francisco started in 1902 buying films as an intennediary and then renting 
them out to successive exhibitors. Others followed suit and thus the 
"exchange system” was made part of the industiy. ", . . it was the most 
important development in the motion picture since the invention of the 
projection machine, From that point onward distribution developed until 
it became the controlling element of the film institution.” “ 

Overshadowing all, however, was the advent of the "nickelodeon.” In 
this for the first time the projected motion picture achieved separate 
identity on a broad scale. Hairy Davis of Pittsburgh and John P. Harris 
of McKeesport had become interested in exhibiting motion pictures. In 
1905 they took an abandoned store, recessed its front entrance, put in a 
few chairs and a second-hand motion-picture projector. They offered a 
continuous showing of short pictures running from eight in the morning 
until midnight, The price of admission was 5{! and the new showplace was 
given the grandiloquent name of "nickelodeon.” It was a smashing success 
and was shortly bringing its two owners a handsome profit each week, 
Others quickly took up the idea. The country broke out into a rash of 
these little motion-picture stores with their flamboyant, garish posters 
advertising sensational programs. In the next few years some eight or ten 
thousand were exhibiting motion pictures throughout the United States. 
The world and his wife became regular patrons. The movies were estab¬ 
lished as an integral part of the American scene. 

In these years men subsequently to become leaders of the industry were 
getting started in the new game. If the automobile industry was pre¬ 
eminently a field for the small businessman, the movies opened doors of 
opportunity for those even smaller. One could start in this field with a 
few hundred dollars borrowed from friends, or simply with a little nerve 
and a persuasive line of talk. Perhaps never in the history of American busi¬ 
ness had there been such widespread opportunity for the impecunious to 
become proprietors and accumulate capital. Operating a nickelodeon was 
a cash business with every fellow citizen a prospective customer. Business¬ 
men seasoned in other fields failed to grasp the significance of this new 
form of entertainment and the atomic power of the nickel. They regarded 
the whole thing as a passing fancy fit only for the fly-by-night. Meanwhile 
unknown men of small means were sowing seeds later to yield an abun¬ 
dance. Adolph Zukor, Marcus Loew, Carl Laemmle, William Fox, Sig¬ 
mund Lubin, William Selig, George K. Spoor, and many others entered 
this field as producers, exchange men, or exhibitors. 

Typical was the record of an early production enterprise, the Kalem 
Company. It was started in 1907 by George Kleine, an exchange man in 
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Chicago, together with Samuel Long and Frank Marion, both formerly 
of Biograph. The company’s title was arrived at by combining the initial 
letters of their respective surnames—K, L, M. The financing of this enter¬ 
prise was something akin to a man lifting himself by his bootstraps. 
Marion contributed the only cash, $600. Long provided the partitions to 
be used in the building where the studio was to be located, Kleine, as his 
part, guaranteed the purchase price of an imported camera. 

Brashly they essayed a presentation of Ben Hur in one reel, put on with 
settings borrowed from the then famous Pain’s fireworks spectacle. The 
question of possible copyright infringement in using Ben Hur did not 
bother Kalem in the slightest. Producers looked upon the whole field of 
literature as a garden open to all. Much was their surprise when the 
owners of the copyright brought suit and collected damages. As a film, 
Ben Hur was moderately successful and Kalem followed with others 
turned out higgledy-piggledy to meet the insatiable demand of the boom¬ 
ing nickelodeon theaters. Within two years of its start, Kalem was yield¬ 
ing a profit of $5000 per week, or at the annual rate of $260,000, a pretty 
good return in view of the fact that the starting capital closely approx¬ 
imated zero. 

Easy moneymaking of this kind, in return for a gamble of a few white 
chips, was bound to attract the less stable adherents of other pursuits. The 
new field was overrun hy an uninhibited, wild and woolly mob that knew 
only the Law of the Jungle. From production, through distribution to 
exhibitors, it was a cut-throat business and devil take the hindmost. By 
and large its ethics were sub-zero. Small workshops were turning out 
equipment which infringed legitimate patents. Irresponsible shoestring 
producers were “duping" films, both foreign and domestic, to be sold in 
bootleg commerce by exchange men who charged anything the traffic 
would bear. Exhibitors indulged in all forms of chicanery. “Bicycling” of 
films was one of these. A theater would obtain a film and pay one rental. 
Then several others would secure its use by simply rushing it to and fro 
with a swift messenger. 

Out of this ebullient chaos came some significant developments. The 
Edison Company had instituted a series of suits for patent infringement. 
In October, 1907, it secured a judgment against an important producer, 
William Selig. This gave other companies food for thought. Some of them 
possessed patents the validity of which was undetermined. Accordingly 
George Kleine of Chicago undertook to promote a patent agreement be¬ 
tween Edison and other leading producers. All went smoothly except for 
Biograph which had slipped into a questionable financial condition. In 
spite of this. Biograph demanded unusually favorable terms with regard 
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to Edison. They could not afford to be left out and their chances of se¬ 
curing their demands looked slim. However, Biograph’s affairs were beine 
directed by Jeremiah J. Kennedy, an engineer trained in the delicate 
niceties of the construction business. He decided to bluff on a pair of 
deuces. To an Edison lawyer he shouted over the telephone, "Say if 
that agreement does not go through just the way it is, without the change 
of one word in it, Biograph is going to bust this business wide open. We 
will put our cameras on the market and license everybody. If we can’t 
get together and control this business we will make a first class wreck of 
it-and we’ll have it now.” * The bluff worked, Biograph got its terms, and 
in December, 1908, there was organized one of the most notable concerns 
in the history of the industry-The Motion Picture Patents Company. The 
war among the leaders was over. Patents were pooled and each member 
company could use them upon paying the stipulated license fee. Members 
were Edison, Biograph. Kleine, Vitagraph, Lubin, Selig, Essanay, Pathe, 
Kalem, and Melies. It was not intended to issue licenses to other pro¬ 
ducers. ^ 

This tight little group regarded the new plans with some satisfaction. It 
seemed to them that they had achieved a remarkable and profitable 
monopoly. They controlled so many patents that no independent could 
poduce or exhibit films without becoming liable in damages for patent 
infringements. Those left outside were generally small fry of limited pro¬ 
ductive capacity. It seemed Inevitable that these latter should perish, 
leaving the whole rapidly growing business to those in the combine who 
would then be in a position to exact their own prices from exhibitors. In 
order to make their plans efEectlve, the members of the Patents Company 
proposed to license the exchange concerns and to limit them to dealing in 
licensed films only, which would be rented solely to licensed exhibitors. 
Licenses were to be granted only to exhibitors who used legitimate pro¬ 
jection machines for which they paid a fee of $2 a week. 

Unfortunately for the self-chosen few these plans of glowing promise 
went somewhat awry. A basic change had been taking place in the in- 
<mstry. Whereas previously the producers had swung the real power, now 
^e exchange men or distributors had acquired equal or greater strength. 
Their position between production and exhibition gave these middlemen 
f about the prices paid for films and the rents charged 

to exhibitors. The producers had lost contact with their exhibitor-cus¬ 
tomers. Moreover the exchange men had been playing the smaU producers 
the large with considerable benefit to themselves. Hence, when 
• Patents Company explained the new plan with its 

in iting restrictions to these rough-and-tumble exchange men, there 
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arose a howl of protest. Within a short time a good many were in open 
rebellion. Almost before it was a year old, the new “trust" had a full-fledged 
war on its hands. Some exchange men secured a supply of film from strug¬ 
gling, independent producers. Others produced in secrecy. Carl Laemmle, 
who had a big system of exchanges, boldly threw down the gauntlet and 
fonned the Independent Motion Picture Company-“IMP.” 

To the hard-boiled Jeremiah J. Kennedy, head of the Patents Company, 
all of this seemed like so much arrant outlawry. He determined to stamp 
It out. He built up an intelligence service which kept him well posted on 
what was going on and where. His “raid and replevin” squad would de¬ 
scend out of the blue on unlicensed exchange men or exhibitors and seize 
cameras and films. Everything possible was done to enforce the rules of 
the bust. Nevertheless it just did not work. Violations grew apace all over 
the country. Before long even Kennedy realized he was fighting a losing 
battle. The exchange men were making lots of money and getting more 
independent. They were in no mood to be regulated or to become neatly 
tied-up packages in Kennedy’s Christmas bundle. 

But Kennedy could carry on a flank as well as a frontal attack. If he 
“couldn’t fight ’em, he’d jine ’em,” so he proceeded to start buying up the 
exchange men. Toward this end a calculated announcement was made 
on Febmary 10,1910, that the Patents group had incorporated a new con¬ 
cern, General Film Company, with an authorized capital of $2,500,000. 
This sounded like big money to the exchange men and nickelodeon op¬ 
erators. It was hoped they would be awed. In a measure they were, for 
Kennedy proceeded to put into eflfect a plan for buying up exchange com¬ 
panies unique in American business. “Kennedy set for& to buy the motion 
picture business with its own money.” “ 

General Film would offer an exchange man a price for his business 
which was determined by the amount of film he had been taking from 
the Patents Company. Part of this price would be paid at the outset in 
the preferred stock of General Film. The balance and greater part was to 
be paid in cash in twenty quarterly installments over the next five years. 
If an exchange man demurred about acceptance, the Patents Company 
could cancel his license and its members refuse to sell him any more of 
their films. Inasmuch as the trust group accounted for the greater and 
better part of production, this was no empty threat. 

The result was seemingly a magnificent victory for Kennedy. Within 
the next two years General Film acquired fifty-seven of the principal 
exchanges at an aggregate cost of $794,000 in preferred stock and $2,243,- 
089 in cash and notes. All in all, this was an interesting piece of automatic 
financing. The exchange men were forced to come in and once in were 
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obliged to make a go of General Film if they wished to get their deW^i 
payments. ° “cicnea 

At once General Film took steps to bring some sort of order out of the 
cut-tl^oat cliaotic conditions in the industry. Its ten founder-members 
had already agreed among themselves on certain standards of production 
Quantity output was the key word. All theaters were to be classified in rela^ 
tioii to their size and location. Standard rentals were to'be paid accord 
ingly and preferential arrangements, as well as cut rates, abolished 
Rental purges ranged from $125 per week down to $15 for the smallest 
houses. Release dates were to be rigidly observed. In addition, the $2 per 
week license fee for each exhibitor was to be continued. Money begarfto 
1 into the coffers of General Film. Before long some twelve thousand 
exhibitors were paying the weekly tribute. 

But now war broke out in a new quarter. The exhibitors began to 

“w/ up by General Film. Meetings 

of protest were held and the action of the trust was denounced by grow- 

mg numbers of e.xhibitors. For the next four years a ding-dong Lttle 

tor's “T” organized cooperative production ven- 

w ‘ } of making pic- 

ures. Most of their photography was done with bootlegged Edison ma- 

chmes or wiA others which infringed on his patents. Th^ condition was 

n n!S European patents, 

pr ucers led a hidden, fuitive, and fugitive existence. Trust repre- 

““‘*'“8 “"g Into 

and generally making life miserable. 

While General Film and the independents were fighting this war, a new 

to e^S^r5 ‘if ^*^® PO'^®’’ of both. The movilaudience began 
ized fb! V Although it had character- 

indiisirv^®^ years,, its advent in motion pictures apparently took the 

Ee^s L Griffith, the production, 

Lh ma!k! 1 ® a young girl in leading ingenue roles 

to^dT! bn T'- as “Little Mary," she had alrLdy regis- 

■E s®®’' out ‘Tittle Mary” 

sive exDloitation''r I® P’^®f®^'®ooo mffibt provide the basis for more inten- 
leave ^nm-n b ’ Ga‘f Laemmle for IMP prevailed upon "Little Mary” to 
and hfr adS^' Pickford's name was adveitised 

also beincT multiplied by leaps and bounds. Other stars were 

S if S “ ? of Before tliey r«a- 

tion of ?Viic and exhibitors were under the domina- 

reference. "And eo wee bon. ft. 
g aven, and the golden age of buncombe and hokum, in 
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which screen celebrities were turned into sacred cows for their fans to 
worship at ever increasing costs of adoration, began to spread its sac¬ 
charine extravagance over the studios,.., The star system in films was in 
reality created by the public, and the public has had full and undisputed 
charge of its creation during every moment of its history.”« 

In the years 1912 to 1910 great changes took place. Short films and little 
nickelodeons gave way to feature production and the modem motion pic¬ 
ture theater. The art of story-telling with pictures upon a screen attained 
new stature. As a source of entertainment, the movies advanced from 
childhood to youthful maturity. As a business, the industry cast aside many 
of the characteristics of a mining camp boom and began to organize its 
afiairs. In the eighteen years since its birth in 1894 men had attained ex¬ 
perience and judgment in the new field. Through strenuous processes of 
survival, leaders were sifted out. As had been the case in oil and steel, 
this industry was also to bring forth a czar in the clear thinking, unosten¬ 
tatious personality of Adolph Zukor. 

Zukor had got into the movie business quite by chance. As an incon¬ 
spicuous furrier in Chicago, he had loaned $3000 to a friend for starting 
a small arcade in New York on Sixth Avenue near 14th Street. If the 
project had gone as expected, Zukor might have remained a furrier. But 
instead of returning rich reward, the enterprise lost money, Zukor was not 
one to take this lightly. In 1903 he came to New York to see if deficits 
could be turned into dividends. He succeeded so effectively that ’within 
a few years he was operating several theaters and had become a partner 
of the well-known Marcus Loew. 

As Zukor surveyed the situation in 1912 he became obsessed with one 
conviction: the time had come to produce longer and finer pictures. As 
an exhibitor his box-oflSce sense told him that Mr. and Mrs. Movie-goer 
would pay for the increase in cost. His first accomplishment in this field 
was to secure the American rights for the film Queen Elizabeth starring 
Sarah Bernhardt. Somewhat reluctantly this was licensed by the Patents 
Company. Zukor and his associates won moderate success in bringing the 
“Divine Sarah” to the American screen. 

Now thoroughly convinced that the feature picture was the film of the 
future, Zukor decided to undertake its production. His first problem was 
to get distribution. To this end he importuned the staff of General Film. 
The great of the industry turned a deaf and not too courteous ear. This left 
Zukor with only one practical alternative. He could distribute his ambi¬ 
tious pictures only by securing the help of the best “states’ rights” exchange 
men. To produce outstanding films, he decided to seek dramatic material 
and talent from the stage, a field hitherto largely overlooked, Accordingly 
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he formed the Famous Players Company, securing for this enterprise the 
wise counsel of that dean of theatrical producers, Daniel Frohman. Their 
first production was the Prisom of Zenda with James K. Hackett as star. 
‘The intrusion of Adolph Zukor with his ‘famous players in famous plays’ 
idea, expressed in five-reel pictures, was to prove the most significant of 
moves in the coming revolution of pictures,*' ^ 

About this time, others of Zukor’s school of thought won striking tri¬ 
umphs in the new field. Among them was George Kleine of Chicago who 
imported the Italian eighkeel production of Quo Yadi^ and presented it 
on Brodway at the Astor Theater. To the astonishment of reactionaries 
in the industry, the admission price was one dollar. The offering was an 
instant success and shortly some twenty-two Quo Vadis films were being 
shown in various cities throughout the country. ® 

To those who like to have their historical observations marked off neatly 
by time sequences, this presentation of Quo Vadis in April, 1913, may be 
taken as ushering in a new era. The feature film of five reels and upwards 
had proved its pulling power. Zukor, the Moses of Filmland, would 
shortly undertake the output of some twenty to fifty long pictures a year. 
Mutual, Independent, and Fox followed roughly along the same lines. 
Only die trust. General Film, failed to adjust itself to the new conditions. 
The short film program on which the nickelodeon had thrived was a dead 
pigeon. Having tied their colors to a lost cause, the once dominant Patents 
Company and General Film would gradually pass out of the picture. 
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the glamor business 

Part Two: Stars, Talkies, and Color 


TCie forces of revolution in the film industry were 
manifest in many directions. Independent "states' rights” distributors 
sensed that there would be high profit for them in distributing the new 
type feature film. Among forward-looking members of this confraternity 
was W. W. Hodkinson of California. Together with four like-minded in¬ 
dependents in New York, Boston, Philadelphia, and Pittsburgh, he formed 
a company which would shortly wield immense power in distribution- 
paramount Pictures CoiToration. The stock was evenly split five ways. 

Paramount would confine itself to distribution and thereby hold the 
balance of power which inured to that function. Its supply of films would 
have to be secured from the small new producers pioneering in feature- 
length pictures. Of these Adolph Zukor was foremost. These two leading 
disciples of the new school, Hodkinson and Zukor, made an alliance. For 
a period of twenty-five years Famous Players (Zukor) would produce only 
for Paramount. In return Paramount would assist in financing production 
by advancing to Famous Players some $20,000 to $25,000 per five-reel pic¬ 
ture. The rental income received from each film would be divided 65 per 
cent for production and 35 per cent for distribution. As time went on this 
division became almost standard for the industry. Similar contracts were 
made by Paramount with the Lasky-Goldfish-DeMille production group 
as well as with the Hobart Bosworth and Frank C. Garbutt interests 
(Pallas Pictures and Morosco Pictures), 

Having made satisfactory anangements to secure films, Paramount was 
able through its “states’ rights” distributors to promise exhibitors one or 
two features a week. Meanwhile public interest was mounting. Exhibitors 
increased the prices of admission and Paramount soon found it could rent 
a five-reel film for $500 to $700 per week as compared with the $100 to 

3*3 



324 


THE EPIC OF AMERICAN INDUSTRY 


$150 or so charged by General Film for its one- and two-reel nirh 
Everywhere customers were deserting theaters showinc nrogram, J v J 
films for those dedicated to the new features. The tide fan so strongly S 
within a few years Paramount’s films were being shown in five^L o- 
thousand theaters throughout the nation. ° 

As if to mark with unforgettable emphasis the advent of the new era 
a notable picture was produced in 1915. David Wark Griffith and ass^ 
ciates presented The Birth of a Nation. Its brilliant success followed a 1 
and-tuck battle to finance production. A special corporation had beJn 

Sed picture with its unprece- 

Soo nnn ^ of twelve reels. The cost was to be between $75,000 and 
$100,000. Several times the enterprise ran out of backers only to find others 
willing to take a chance on what seemed a highly risky venture. 

After some preliminary tryouts, The Birth of a Nation had its New York 

f “ sensation. From the box-office point of view it 

Tsaid to h/vr 1 'flS million and 

IS said to have realized net profits of $5 million. 

d.ilff'dlegitimate accomplishments, the industry in¬ 
dulged in some fantastic adventures. Not the least of tliese wj^the 
a«angement between Mutual Film and Pancho Villa. This lusty outl^ 

f. ’^bout to launch a hafd°rid^ 

thrSf- Villa let it be known that he would sell 

found a photograph his proposed war of liberation. He 

rights wfth ft! *1*25.000 for the alleged 

So felt "Sive Villa an additional percentage. L 
aSre was started and Mutual shot the storming of the 

Droved tft l5> • Pj results were disappointing. Villa’s army 

cover when aoK ®®st almost wholly concerned with seeking 

the true 

use^he Z: “ 

advisable to havp higher film rentals, then obviously it was 

SScita P’^blic itself was ea^ for 

old store-show nieri ^capacity developed. The 

to the limbo of forgotterthiS A h consigned 

ing got under way ^ ^ motion-picture theatre build- 
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More sensational, however, was the boom in the business of being a 
movie star. When, back in 1910, Carl Laemmle and his associates had the 
idea of publicizing the real name of “Little Mary,” they released forces 
whose strength they did not dream of. In building up a star a producer 
sold himself from a position of power to one of dependency. The wider 
the star’s fame, the greater the box-office take; but the higher the reve¬ 
nues, the more the star demanded-and got. Producers found themselves 
presenting personalities rather than plots. The resulting condition was 
unique in business annals-a handful of employees had come in effect to 
dictate to an entire industry. 

This was highlighted by the fantastic soarings of Charlie Chaplin and 
Mary Pickford into positions of effulgent prosperity and industrial power. 
riiaplin came to this country in 1913 playing small pantomime parts as a 
clown in an English traveling show of indifferent merit. In 1914 he entered 
the movies with Keystone Comedies at a salary of $150 per week. Almost 
at once his screen appeal became evident. With Essanay in his second 
movie year he was paid $1,250 a week. As this contract was about to expire, 
Charlie decided to listen for siren music from other producers. It was not 
only forthcoming but resulted in a hectic scramble. The unknown English 
clown had become a box-office sensation. Mutual finally agreed to pay 
the diminutive comedian compensation in inverse ratio to his size. Charlie 
received the hitherto unheard of salary of $10,000 per week plus an annual 
bonus of $150,000. 

Constantly rising also was the power in the name of Mary Pickford to 
pull paying customers to the box office. Nor were Mary and her manager- 
mother shrinking violets in advancing their ideas of Mary’s worth. After 
Chaplin’s famous contract with Mutual, Adolph Zukor, in order to con¬ 
tinue control of Maiy Pickford features, was forced to guarantee her a 
salary of $7,000 a week plus a bonus and one half the profits on her films, 
whidi were to be produced by a concern organized solely for that purpose 
-Artcraft Pictures Corporation. 

It was inevitable that in addition to these stars of greate t magnitude 
others of varying powers of attraction should be developed. Several dozen 
actors and actresses were added to the firmament of filmdom. Salaries were 
increased all along the line so that the acting profession, hitherto one of 
the most underpaid, became a veritable El Dorado. Gradually these stars 
instead of revolving around producer-suns reversed the situation. Soon 
producers, distributors, and exhibitors were caught in the new system. The 
whole industry revolved around the new stars. By 1917—1918 the star sys¬ 
tem had so completely taken hold that out of about 600 feature films 
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poduoed per ye^ only a scant 5 per cent appeared without star nam« 
in the leading roles, 

Havtog pioneered in the introduction of feature pictures, Adolph ZuW 
showed himself quite capable of handling his interests under the newTta 
system. In Mary Pickford he held the lughest card and he added 2 
untd he had by aU odds the greatest aggregation of stars in the indwtry 
At the same time Zukor was on the march in other directions. WlthS 
Famous Players as a nucleus, he brought together three other prominent 
producers, Lasky, Pallas and Morosco. Then to provide a conLued « 
ganizahon in the field of distribution, he acquired Paramount. Thus in 
a few years Zukor won leadership in the industry. 

But this one-time taer was not allowed to'wear his new crown in 
relaxed composure. There were many in the industry who disliked his 
increasing dominance. Shortly an aggressive counteroffensive was started 

bfamld^n 7 situation which was largely 

paid to stars, he, like other important producers, had been increasing the 

he”had'’^^^®“ appeared. In adition 

th?ein J WOgr^m booking.” This was the plan under 

2liTn V m to give preference to those theatres 

ratefof cTnell PI ® ‘^*®tributed by his companies. Mem- 

to Zui domination were revived and fear grew in regard 

ouStTr exhibitors, the final retail 

s^u^Ip L ! ‘ of ultimate power. Their 

TWe o^F^n War of die Theatres, 

tor and tZS Wll^® ® well-to-do exhibi- 

operators in W n'f* together a group of prominent theatre 

pictures. Organ^Z”** planned to produce and distribute their own 
twentv five or tVi’rh v.-k- National Exhibitors’ Circuit, some 

respertive disWof^ ®*^ibitor members were to enjoy franchises for their 

were active important group of first-run theatres which 

issued sub-franr.li- ” °I Paramount. In addition First National 

of 5000 theatres wJe reprIsZld°*^“ ultimately upwards 

to'SLSSibZtl! ®*”®d members of the industry from coast 

successflil revolt after what Aev"o thrilled at the prospect of 

at they considered years of paying tribute to dis- 
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tributors and producers. Here at last was a vision of the Promised Land 
where they could produce their own films and determine their own 
charges. Great was the rejoicing among them when it was learned that the 
new concern had brought off the coup of taking Charlie Chaplin away 
from Mutual. In the ballyhoo attendant upon this change, it was stated 
that Chaplin’s compensation would amount to upwards of $1 million 
a year. 

No one had to explain the significance of these developments to Adolph 
Zukor. The emergence of exhibitors to a position of power indicated clearly 
their inh erent strength. Henceforth success in production would depend 
upon control of marketing outlets—the theatres ^emselves. 

Thus early in 1919, in an experimental skirmish, we find Zukor acquiring 
four leading first-run theatres. From this sortie he concluded that a fuU- 
scale campaign was practical. He would win sufficient power to combat 
any organization of exliibitors. Moreover he saw that exhibition of pictures 
was profitable in its own right. 

To wage war on a grand scale Zukor needed large resources. Accord¬ 
ingly he paid a visit to Wall Street, the first important move of that kind 
for the industry. Through Kuhn, Loeb & Co., Famous Players sold a $10 
million issue of preferred stock, the proceeds of which were to be used 
in buying up leading movie theatres. 

Once launched, Zukor’s offensive was carried on with boldness and vigor. 
Interests were purchased in local theatre groups and booking offices, 
some of which were important members of First National. A ruthless drive 
was carried on in the South. Zukor’s agents would go into communities 
and propose the construction of new theatres. Local banks would become 
frightened because of loans to existing operators and would urge the latter 
to sell to these rough-shod adventurers who represented a great corpora¬ 
tion with almost unlimited funds. It was a war of nerves. If small operators 
could not be bought out, competing theatres were started. When land was 
actually purchas^ in a new city, local banks and capitalists vied with 
one anotW to lend funds to a company apparently so strong and success¬ 
ful. Gradually word spread, fear increased, and Zukor was able to buy 
about what he wanted. When the turmoil of battle ceased. Paramount had 
acquired control of several hundred theatres, many of them important 
first-ran houses. Furthermore, through certain acquisitions, Zukor's adher¬ 
ents sat in on the councils of First National. 

Awakened by the success of First National and Zukor's aggressive cam¬ 
paign, die whole industry suddenly came to realize the power inherent 
in the position of exhibitor. Control of the theatre was the control of all. 
Integration and consolidation became the order of the day. Marcus Loew, 
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operator of leading first-run theatres, took up the production of film, 
thus achieving complete vertical integration as had Zukor by purchai 
theatres. Concurrently individual theatre operators became members of 
local circuits under consolidated management. The movement spread nro 
gressively throughout the whole industry. Gone was the heyday of S' 
vidual operation when the man of insignificant capital might enterin 
reasonable expectations of making a fortune. “The concentration of theatre 
control into a few coi^orations was proceeding rapidly, and by 1924 nearly 
all of the first-run houses in the United States and CanaL had beS 
Paramount, Loew’s Inc., the Stanley Co., and large circuits 
lated with the Zukor, Loew, Mastbaum, and First National groups. 
Retained hi.s chain, Universal had several houses and the Goldwy^n- 

sol group ha; several. ‘ The movie business had become Big Busies 

More significant still, it had also become a closed business. This arose 

ia^e' autonomouHn 

ZpW fiu'^S?-'^ S’ t % integrated organizations for its 
supply of film. While m theory the small local circuits could have entered 
into production, practically they realized that the attempt would mean a 

molrTr^"® integrated companies such as Para- 

tiheafet nf which controlled enough 

^riot of fl, T productions. As a resS 

ftLtL if Controlled 

atres meant a controlled selection of pictures. The powerful few were 
throuef^e°r ^Occasionally an independent production broke 

bureau Loew to win success 

nothing substantial of pe«?^ to 

of^sfnembersT^°f changes were taking place in the industry, some 

easv monf V nf ® “°P The big 

and definitL 1 f spilled over into hands eager for splurge 

b^s of Ae ? ®«lL“ntrol. Certain more or less pfominent mel 

divorces and misotlf became involved in murder cases, suicides, 
conduct heraino breaches of the peace. Hollywood morals and 

enSvL to Concurrently certain producers in an 

able oroduetinns A f ;i “oome had been putting on some question- 

increased In IQPO attendance fell off, and agitation for censorship 
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reputaHon. Worse acquiring a bad 
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Obviously something must be done. In providing a solution, the industry 
accomplished a notable piece of organization and self-discipline—not with¬ 
out a struggle, however. Had it not been for the outstanding qualities of 
the man who led the effort, the result might have been a particularly 
inglorious failure. In securing Will H. Hays in 1922 to head the newly 
formed Motion Picture Producers and Distributors of America, Inc., the 
leaders of the industry were fortunate in the extreme. Hays had tact, judg¬ 
ment, and patience. More important than all, he had common sense. 

At the outset he insisted that the industry rid itself of those few irre- 
sponsibles who were bringing it a bad name. Each producer was to see 
that members of his business family comported themselves so as to avoid 
unfavorable publicity. There were changes and retirements. A moderately 
good cleanup job was done. A central employment bureau was established 
and a campaign inaugurated to slow down the influx of movie-mad girls to 
Hollywood. A production code was adopted which gave general guidance 
for avoiding presentations that might offend. Scripts, separate sequences, 
and completed films were reviewed by an industry authority and ques¬ 
tionable matter deleted. Heavy fines were imposed for infractions. In spite 
of an occasional lapse, the plan of self-regulation proved reasonably suc¬ 
cessful and censorship ceased to be a threat. 

On other problems the Hays office also made progress. A standard form 
of exhibitors contract was worked out and a system of arbitration adopted 
for settling the myriad disputes with which the movie business had been 
perennially accursed. The effectiveness of these measures was, however, 
mitigated because some were held to be in restraint of trade. When any 
large industry undertakes self-regulation the proper line between legiti¬ 
mate organization and restraint of trade is difficult to draw, 

Tlie year 1926 has been accepted as marking the end of one epoch in 
the motion picture industry and the beginning of another. The preceding 
years had witnessed the zenith of the silent film, Then in 1926 came sound 
projection. 

Of course the idea of the talkie was not new. We have seen that Edi¬ 
son's invention of the Kinetoscope developed from his efforts to combine 
his phonograph with moving pictures. However nothing of importance 
was accomplished to advance this conception until after World War I. 
The industry was occupied with more immediate problems. 

But in the next few years conditions began to favor a change. The silent 
film business had been overbuilt. There were too many theatres and admis¬ 
sion prices had been raised to such a point that attendance was falling 
off. Furthermore there was distinct evidence that the public was beg inni ng 
to tire of the run-of-the-mill product. Films of exceptional quality did well. 
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The average was received with little interest. In 1920 radio broadcasHn® 
started and by 1925-1926 network broadcasting was operating with out. 
standing success. The movies faced a new competitor. 

The scientific achievements which gave us the radio also stimulated the 
evolution of the talkie. By 1924-1925 American Telephone and Teleeranh 
General Electric, Westinghouse, Radio Corporation, as well as lL De 
Forest, all held patents that had a bearing on the development of the 
sound film. The engineers who were experimenting with sound projection 
were proceeding along two main highways. The Telephone group was 
attempting to synchronize sound from a phonograph disk with movment 
on a film. Other engineers were using the sound-track-on-film principle 
by which a simultaneous record was made on the film as the pictures were 
taken, to be ti-anslated into sound by a beam of light when the film was 
run through the projection machine. 

Early demonstrations of equipment made to apply these two principles 
were not impressive. Sound came through all right but it was harsh raspy 
and unreal. Leading movie producers agreed that the innovation’would 
repel rather than attract audiences. They decided to let others pay the 
expenses and take the risks of experimenting. In the end this was to prove 
a costly mistake. There happened to be some who believed that the early 
results could be vastly improved. William Fox gave his support to Movie¬ 
tone which employed the sound-track-on-film method. The Warner Broth¬ 
ers took up Vitaphone, the A. T. & T. equipment for sound production 
from synchronized records, Their adventures constitute one of the most 
dramatic success stories in the industry. 

The record of the Warner Brothers in the movie business had followed 
the orthodox pattern. Starting as nickelodeon operators, they grew with the 
mdusty to engage in both exhibition and distribution. Finally they under¬ 
took the production of films. Unfortunately in this latter function their 
enteanee was late. They started producing at a time when their competitors 
had thrown discretion to the winds and were spending money lavishly 
in makmg feature films. The Warners thus found themselves fighting not 
on y a keen competitive battle but also struggling mightily to secure coital 
with which to continue. They received substantial assistance both from 

e an s^ Wall Street. This did not sufiBce. Lacking control of first-run 
theatres ttey did not seem able to turn their production investments 
liu ° * inally, after a series of heavy deficits, it began to look as 

T-i Sam, Albert, and Jack Warner were headed for the Wailing 
Wall. Failure seemed inevitable. 

It just so happened that at this time the A. T. & T. Vitaphone, which 
had been rejected by other producers, was offered to Warner Brothers. 
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With perceptions somewhat sharpened by adversity they seized upon it 
with enthusiasm. Sam Warner reported, "It’s far from perfect, but it's 
farther along now than films were when they first swept the country. It 
can be improved rapidly, and it will sweep the world.’’ * Warner Brothers 
secured from A. T. & T. and Western Electric the exclusive right for a 
term of years to use its sound equipment. Squeezing out one more loan 
from friendly interests, they embarked upon the production of short 
talkies. 

Their first films and those of Fox’s Movietone appeared at about the 
same time in 1926. Initial success was not startling. Sound production was 
imperfect and critics were loud in its condemnation. Leaders of the in¬ 
dustry watched with skepticism, not unmixed with apprehension. The 
answer lay in audience response. It was not slow in coming. Theatres 
showing talkies were doing more business each week. Public interest was 
definitely aroused and, as the technique of sound pictures was quickly 
improved, it became unmistakably enthusiastic. 

As if to climax this mounting popular favor of the new talkie, Warner 
Brothers produced a sensational film. They presented a full-length feature 
musical. The Jazz Singer^ with A1 Jolson as its star. Its production was a 
stroke of fine showmanship. Enthusiastic audiences greeted it everywhere. 
Even the most skeptical were now convinced. Warner Brothers, after their 
lean, discouraging years, had finally struck gold. The talkie had won its 
place. 'The silent film was on the way out. 

The impact of this change shook the industry. Production methods were 
drastically altered. Among the players panic reigned as new requirements 
of voice, intonation, and presence in speaking roles tumbled screen fa¬ 
vorites from their dizzy heights. Heavy new capital outlay was required 
both in production and exhibition. While more costly to produce, talkies 
secured longer runs and in general yielded higher profits. Extended show¬ 
ings meant fewer films—a fact which struck still another blow at the fast¬ 
weakening star system. 

The field of exhibition was also bubbling with new ferment. Orchestras 
were dispensed with as "canned” music became available and many musi¬ 
cians lost employment. Numerous theatre operators feared to make 
the capital outlay needed for conversion to the talkie and sold out to the 
big integrated companies. The power of large first-run theatres was en¬ 
hanced. Warner and Western Electric granted exhibition rights to Para¬ 
mount and Loew. In return Warner productions were shown at leading 
first-mn theatres. After a vain struggle to separate the industry into com¬ 
partments related to patent ownership, a common-sense solution was 
reached when the principals agreed to permit use of equipment by all 
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comers, both in production and exhibition, who would pay the standard 
fees. Shortly, with profits running into many millions, Warner Brothers 
was able to acquire control of First National theatres, thus achieving com¬ 
plete integration. Meanwhile Radio-Keith-Orpheum Corporation, an affili¬ 
ate of Radio Corporation of America, had entered the industry in a big 
way to engage in production, distribution, and exhibition. 

While sound projection was thus winning its place in the 1920s, an¬ 
other major technological advance was hanging over the heads of the still 
somewhat bewildered motion picture magnates and their players. Colored 
movies appeared. In concept this was far from new. Back in 1912, about 
the time Zukor was promoting the feature film, Charles Urban in London 
had created a sensation with his colored film of that highly picturesque 
spectacle, the Indian Durbar. Further development in this field was re¬ 
tarded by World War I. 

Effective acceptance of the new art came when Dr. Herbert T. Kalmus 
launched his venture, Technicolor, in this country. Dr. Kalmus, previ¬ 
ously a professor at the Massachusetts Institute of Technology, together 
with some associates had worked out a successful process of color pho¬ 
tography and projection. Highlighted by the production of The Gulf Be¬ 
tween in 1917 and The Black Pirate with Douglas Fairbanks in 1925, they 
with the intricate technical problems involved. 

Public enthusiasm over the colored film ran ahead of performance. 
After a short boom in 1929—1930 there was a setback for several years 
during which Dr. Kalmus and his fellow scientists endeavored to over¬ 
come the imperfections of their early effort. Gradually these difficulties 
were surmounted and a successful commercial process was evolved. The 
new films were superior in every way, yielding such well-known triumphs 
as The Three Little Pigs and Snow White and the Seven Dwarfs. Thus 
did color in the late 1930s win entrance into the most spectacular of all 
amusement industries. Since then its growth has been rapid and sustained. 

Following the advent of sound and color projection we find the motion 
picture industry displaying the pattern by which we know it today. Once 
the Happy Hunting Ground of the little business man, it had become 
dominated by the large integrated companies. As we have seen this was 
a long process in which the struggle for ascendancy waged back and 
forth between producers, distributors and theatre operators. In the end, 
conforming to trends which we have noted in other large industries, inte- 
gration and concentration became the established order. Because of their 
activity in production, distribution and exhibition, the following concerns 
^ew to occupy positions of extraordinary power—Paramount, Loew’s, 
RKO, Warner Brothers and Twentieth Century-Fox, 
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Sudi coiceDbatioa of business did not escape the eyes of die Fedeial 
ye Commission and Department of Justice, Ever since 1929 these large 
integrated companies have been under attack for alleged violations of our 
inti-tiust statutes, Government oicials charged restraint of trade in 
methods of ilm distribution and theatre operation. The questions raised 
mere both numerous and hi^y technical This whole basket of hot 
potatoes was dumped unceremoniously mto the laps of the justices of the 
United States Supreme Court, 


In May of 1948 the court handed dovrn its decision.' Various practices 
of the industry were held to constitute unlawful restraint of trade. These 
indnded “block-hooking,” “blind selling,” price ixing and certain “dear- 
ance’ arrangements. As to the ownership and operation of theatres, im¬ 
portant questions were remanded to the lower courts for further hearing. 
Hence this industry, as is the case with certain others, now faces some 
major adjustments in operation resulting from our attempts to maintain 
open competitive conditions through the anti-trust laws. 



XXXVIL 


RADIO 


Part One: Early Days 


floM the business point of view, the field of radio 
commumcation opened on July 20, 1897, when the "Wireless Telegraph 
and Signal Company Ltd." was incorporated in England with an original 
oapiW of ^^mm. It, chief onglneir a yo„„| luUai J S 

When Marconi began his experiments with wireless in the prosaic 
swroundings of his fether^s vegetable garden at Bologna, he was the 
neficiary of a rich scientific inheritance. As early as the 1830’s, and 1840’s, 
Joseph Henry in the United States and Michael Faraday in England had 
observed phenomena of electric induction and had speculated about the 
W?ri ® ®^®‘=*ro”"agnetic conducting medium. In the ms 
nrnnafT proposcd Certain mathematical laws governing the 

^pagahon of deotrocagnoMo force, through space, among ta to 

thf* iRfiiv" impulses travel with the velocity of light. Then in 

.wilT came the great experiments of Heinrich Rudolph Hertz. He 
mpnne P™j®cting and detecting electromagnetic waves by 

on1vfl,°tfr ^^wells theories were confirmed. Hertz showed not 
of mysterious impulses sped through space with the velocity 

and for! they could be reflected, refracted, 

and focused Jn 1892 Sir William Crookes suggested the possibility of using 
the so-called Hertzian waves” for communication across space. 

capacity to reduce these conceptions and 
^ P^^^hcal application. In 1895, using apparatus similar to 
wac A- ®^®ph hey, and an improved Branly wave detector, he 

of a ml receiving telegraph messages through the air for distances 

e or more. Going to England the following year, Marconi took out 
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patents and was encouraged to press ahead with commercial application 
by Sir William Preece of the British Post Office and Sir Oliver Lodge, the 
noted English scientist. Gradually he improved his apparatus and sent 
messages over greater distances. When he came to the United States in 
1899, Marconi demonstrated his system to the United States Navy over 
short distances (20-36 miles) and then organized The Marconi Wireless 
Telegraph Company of America—“American Marconi”—in which the Brit¬ 
ish Marconi held a substantial interest. 

Marconi’s experimental work was so rewarding that by late 1901 he 
was ready to try spanning the Atlantic—a distance of some 1800 miles. 
When the time came for the supreme test, Marconi set himself up in an 
Improvised station near St. Johns, Newfoundland. On December 12th of 
that year came the climactic success which Marconi described as follows: 

On arriving in Newfoundland and installing my station on Signal Hill, at the 
entrance to St John’s, I sent up kites every day this week with the vertical aerial 
wire appended by which our signals are received. I had previously cabled to my 
station at Cornwall to begin sending the prearranged signal. On Wednesday my 
late blew away, and nothing resulted. Thursday however, 1 had better luck. My 
anangement was for Cornwall to send at specific intervals between 3 and 6 
o’clock P.M. the Morse letter "S,” which consists of three dots thus (...). The 
hours were equivalent to from noon to 3 p.m. at St. John’s, and Thursday during 
tliBtp hours myself and my assistant, Mr. Kemp, received these signals under 
such conditions as assured us they were genuine.^ 

Stimulated by the accomplishments of Marconi, other inventors both 
here and in Europe bent their efforts toward wireless development. Not 
the least of these was a young American, Lee de Forest, who had worked 
out a wireless detector of his own. Hoping for a sensational public demon¬ 
stration of its effectiveness, de Forest borrowed $1,000 to install his equip¬ 
ment aboard a tug and set out to report the International Yacht races of 
1901. The Marconi people had made similar arrangements with another 
news service. Sad were the results on the day of the great race. Each of 
the two wireless systems jammed the other and the news-receiving sta¬ 
tions on shore heard only a jumble of undecipherable signals. 

But the technical problems of the new field were being rapidly sur¬ 
mounted. Range of transmission was increased and efficiency of receivers 
improved. The first commercial application to which the Marconi com¬ 
panies directed their attention was that of wireless telegraphy as an aid to 
navigation. The ability to communicate instantly across great distances 
from ship to ship or from ship to shore through all kinds of weather was 
an advance in the science of navigation second only to the invention of 
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the compass and the use of the sextant. This application of wireless w 
dramatically publicized by sensational ocean rescues. ** 

News service and weather reporting came along next, together with 
a growing volume of commercial usage in connection with marine trans 
port. Meanwhile application of wireless to the navies of the world called 
for large amounts of equipment. This new system of communication was 
definitely on the march. In certain aspects it was unique. Its very essence 
was international. Electromagnetic waves traversing space recosnfeed 
neither physical nor political boundaries. ^ 


Marconi and his British associates had achieved a powerful lead over 
competing companies. German interests strove valiantly but accomplished 
little on the international scene. British Marconi took over an important 
French company in 1913. The situation in the United States was domi- 
nated by American Marconi which was of course a satellite of the British 
company. The former had absorbed the United Wireless Company its 
^lef competitor, and had made traffic arrangements with Western Union 
The most active concern remaining to compete with the Marconi group 
was the Federal Telegraph Company which had acquired rights to use 
the weMnown Poulsen arc-transmitters. It operated a few stations on 
the Pacific Coast. But in the advancing technology of this new science 
we were in no sense laggard. The General Electric Company, the United 
nu ompany (The Tropical Radio Company), as well as inventors such 
as Fessenden and de Forest were acquiring the know-how which was 
to provide a sound foundation for later accomplishments. 

As British Marconi gained headway in these early days, plans of its 
ambitious. They envisaged a globe-encircling sys- 
m which would redound to the power of the Empire and to the profit 
arconi stockholders. ‘In 1913 the Marconi companies had either 
Tif^^ “sgotiating for concessions in more than twenty foreign 
® system promised to assume colossal proper- 

Snf stock of British Marconi was increased widi per- 

in Ifln “ 1897 until it reached £1,000,000 

onN n 1 broke out, Britannia not 

onty mled the ocean waves but those of the ether as well. 

urul ^ practical accomplishment, it was only nat- 

Ts onnl t«4hony. As a matter of fact 

with fl wi ol entirely new. In tlie 1880’s Bell had experimented 

less a ® ®Pbone using light waves for transmission. When wire- 
Amnna ^ ^ ^ • Gcame a reality, the science was on firmer ground. 

sound^thrn. began to attack the problem of transmitting 

soond tbrougi the etbm ™ Professor HeginaM A. Fessanden of the 
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University of Pittsburgh. He had previously secured the financial back¬ 
ing of Thomas H. Given and Hay Walker Jr. They had organized a 
pioneer wireless telegraph enterprise, the National Electric Signalling 
Company. While grappling daily with the problems of telegraphy, Fessen¬ 
den’s mind was bewitched by the more distant vision—the use of Hertzian 
waves for carrying modulated sound across space. 

The problem of transmitting the human voice over the air presented 
serious technical difiiculties. In wireless telegraphy the required signals 
were propagated simply by the regulated interruptions of antenna cur¬ 
rent. Sounds audible to the human ear, however, consist of a series of 
wave vibrations which vary over a range of frequencies extending from 
slightly less than 50 to about 15,000 cycles per second. In order to record 
these variations in sound-wave frequencies Fessenden envisaged a flow 
of electromagnetic or radio waves of much higher frequency upon which 
the sound-wavd variations could be superimposed. He wanted frequencies 
of around 100,000 cycles per second. The best so far obtained were 
5000-10,000 cycles. With the assistance of E. F. W. Alexanderson of the 
General Electric Company, Fessenden finally secured an alternator capa¬ 
ble of 50,000 cycles which was installed at Brant Rock, Massachusetts, 
in September 1906. It was only half a loaf, but sufficient to enable Fessen¬ 
den to demonstrate his theories in a dramatic way. 

On Christmas Eve, 1906, wireless telegraph operators along the Atlantic 
Coast and on nearby ships, with earphones in place, were going through 
the monotonous routines of their work. Suddenly they were stunned. 
Instead of the regular buzz-buzz of the telegraph, a human voice was 
coming over the air. They listened with incredulity. Ships’ officers were 
called as witnesses to this seeming miracle. Not only speaking voices 
but a violin solo was heard. Fessenden with his new alternator had suc¬ 
ceeded. He had proven radio telephony to be practicable. This was, 
in effect, the first radio broadcast. 

About this time (1906) another important technological event occurred. 
Brigadier General Henry H. C. Dunwoody, USA (ret.), and G. W. 
Pickard each discovered crystal radio detectors. As receiving devices 
these possessed the great advantages of being cheap, easy to operate, 
and relatively effective. Their introduction gave a great impetus to ama¬ 
teur building of home radio sets. Up to this time manufacturers were 
concerned solely with commercial and military requirements. “Thus at 
the very period when it was important that the general public be educated 
to the possibilities of radio the efficient crystal detector cam© along to 
boost the industry.” ® Thousands of young “hams” now began to tinker 
not only with receiving sets but with crude transmitters as well. 
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Meanwhile Alexanderson at the General Electric Companv wbc « i. 
ing forward to open a greater future for wireless. In 1909 he sTclS 
in building an alternator which operated at 100,000 cycles-the marV 
»hloh fesenden W hoped secure, The, having aSd ft.'S: 
h^v- ’’■fradio wavos, ho workod out a pmcHcal 
hookmg them up with a dollcato microphone. Finally, i„ me, jSS 
son evolved a mulliple-tuned antenna of great clllciency. Thus as we »m 
bang dram into the inaelstnim of World War I Aleaanderson devS 
^system of wireless telegnlphy especially effeotive in long-distance £ 

Upon receiving word of those accomplishments, Marconi acted wilt 

win?; Sdicnectady aStiW 

with Aleimnderson He examined the new 100,000 cycle altinator Z 

com was big enough to recognize the geniu.s of othcrl Accordingly a &1 
was worked out whereby Marconi companies would be given ^eLlusive 
rights to employ Alexanderson alternators provided they mdered a SD^ 

s“veii^hS ^ Company, which retained exdn- 

xf manufacture. The arrangement was not concluded because 
prweeupation with the war prevented its consummation. 

of rnHin ^ ^Outdistanced us in the commercial application 

W ^ our own in the onrush of techno- 

coSng^Se l^owever, that the honor of dis- 

“ZS waf to R ™P™vement following Marconi's original 

il A V?® two couLies. Fleming! an 

greatest achieve ^t an American, gave the world one of the 

vaSium^e ” science-the miracle-performing radio 

in “ *® ®^®‘=trical era when Edison 

diancedLn!S%'''''‘ e^Pe^enting with the incandescent light. He 
Dialed wE ®°''®"? electrodes of certain types were 

took place a “Sage’’ of 

enough thii between the two electrodes. Strangely 

direction The pemiltted the passage of a current in only ope 

nomE'w^ tt ® of selection. This entire ph^ 

importance was attaied^oT 

assistants ^ 7®^®®® telegraphy came in, one of Marconi’s 

Srose^ ^ the “Ediso; effect.” Dr. J. 

currents. He pSeS^ *e eST ” receiving antennae 

onwhattbeniL 1 ^ arrangement and took out patents 

what then became known as the “Fleming valve." It comprised a small 
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glass bulb of high vacuum inside of which was a carbon or wire filament 
as one electrode. Around this filament, but not in contact, was a metallic 
plate serving as the second electrode. Both were connected by wire with 
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ex- 


the outside of the bulb. The little gadget fulfilled Fleminir's nnmn 
cellently. But its full destiny was yet to be disclo.sed ^ ^ ^ 
Meanwhile Lee de Forest, that rare genius and s’tormy petrel of Ap 
A merican radio industiy, had been <‘xperimenting along similar Hn 
At thit poI„. ho camo upo., a groa, di jvey. Do htost tS . Z 
gnd of fine wire between the two electrodes within a vacuum 11 .^ 
die type which Fleming had developed. This grid was activated by a 
electric current flowing through a small wire connected with the ouLvIp 
of the bulb. Regulation of this grid current, in reference to that between 
the two principal electrodes, added mai-velously to the eSoctiveZZ 

rdtiihr’' ™ 

perfected the means for attaining, a higher vacuum 
HlS” was its extraordinary power and broad versa- 

emnlor^detecting radio waves. It could be 
emplyed to propagate them. It would transfonii alternating current in 
pulsating direct current. It would serve to extend ordinary wireTdl 
ZZ transcontinental service practical. It would 

p y ng a series of these tubes amplification could be mn up to un- 

the master of a n.™*' ** this scientific Aladdin’s Lamp made man 

me master or a new universe. ^ 

its'^wn^nraKmessages through space brought 
HroXZv .T' Z receW the rapidly 

mSnsZ,ten"™r irresponsibles. Legit.' 

^d Zr. with. Some of these 

3e afsea ^ T"' distress calls for 

tion Uncertainiv m ° was much confusion and litiga- 

1912 the were some sensational developments. In 

nary shares had h became involved in a scandal. Its ordi- 

f™”- *1 to 1810 to almost *10 by 1912. 
peculators mshed m on word that a favorable contract had been Lw 
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out with the British government. Suddenly the bottom fell out of this 
market. Public oflidals were accused of using confidential information 
for personal advantage. Many people lost money and the incident re¬ 
ceived unfavorable notoriety. 

In America one of the early concerns, the United Wireless Company, 
was forced into receivership and ultimately into the hands of American 
Marconi because of a somewhat casual regard for Marconi patent rights 
and irresponsibility in selling “ktock. Then in 1913 Lee de Forest was tried 
in the federal court on charges of having used the mails to defraud 
innocent purchasers of stock in his company. The District Attorney was 
particularly outraged that de Forest had made the statement that within 
a few years the human voice would be carried by radio across the Atlantic. 
Fortunately de Forest was acquitted! 

In various ways this man de Forest was keeping pretty much in the 
public eye. In 1908 he made a wireless telephone broadcast from the 
Eiffel Tower in Paris which was heard as far away as Marseilles. Two 
years later he broadcast from the Metropolitan Opera House in New 
York a double opera program with Enrico Caruso as star. This was heard 
by a handful of listeners in and around New York. Then in 1913 and 
1914 he sold to the American Telephone and Telegraph Company rights 
to use the audion tube both for telephonic and radio purposes. 

Our entrance into the War in April, 1917, caused great changes in this 
newly born industry. The government took over all commercial trans¬ 
mitting stations such as those operated by American Marconi and Federal 
Telegraph, together with their skilled personnel. Amateur stations were 
closed for the duration. Patent rights were subordinated to war needs of 
the nation. Manufacturers must devote themselves to government require¬ 
ments. In effect the whole business was brought under the direction of 
the Navy Department which itself had been a pioneer in the field. Wireless 
telegraph played a major part in waging war both on sea and land. As 
is usual under war conditions important technological advances were 
made. On the plane of world politics new horizons were opened when 
President Wilson used the wireless to promulgate his famous “Fourteen 
Points” to the German nation, 

As the war ended certain government officials opposed the restoration 
of the wireless industry to its former private-enterprise status. Instead 
they sought a continuance of federal control. Men like Secretary of the 
Navy Daniels envisaged retention of wireless communications in a govern¬ 
ment department. One of the ravages of war seems to be that disturbance 
in the brain cells of public officials which causes them to seek a per¬ 
petuation of wartime powers into a peacetime economy. Congress, more 
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intimately attuned to public opinion, was of a different mind and ea I 
in 1920 wireless communications were restored to former ownershin 

FoUowing the war the situation was ready for change. Our peopfeharf 
become internationally expansionist in outlook. We had so to^sne It 
rediscovered foreign trade. We were seeking new areas of commLy 
conqu^t. But we found Great Britain in control of most of the world’ 
cable facilities, some of which were inadequate for existing needs. Our 
only large wireless company—American Marconi—was restricted bv its 
license to United States territory and was looked upon as an affiliate of 
the British company. 

Withiii the United States a snarl of confused patent rights was threaten¬ 
ing to tie up the progress of tlie whole industry. Most seriously in¬ 
volved was the new miracle device, tlie thermionic vacuum tube The 
production and use of this increasingly important appliance was’held 
up by a dog fight between three of our large corporations which had 
acquired the basic patent rights of Fleming, de Forest, Langmuir, and 
Arnold. On this condition the Federal Trade Commission reported: 

It seems, therefore, that the best known form of vacuum tube could not be 
mMufactured by the Mwconi Company of America unless it had rights in the de 

T«r r ’ ““ j discharge tubes. The Ameri- 

“1“^ Telegraph Company could not manufacture such tubes for 
radio purposes unless it acquired rights in the Fleming patent and cleared up the 
interferences of the ^nold application with the Langmuir application on pure 

The situation in American wireless called stridently for better organ!- 

forthcoming. Oddly enough they 
Hvm nf M rather than by the industry. Representa- 

rP«i1tAd • Department came forward with suggestions which 

Amerfrl “ of a great coiporation designed to take over all 

stZmAd r"® T consolidate the patent situation. This idea 

STort!! 7 1 ““"7 Department over the military 

it invnlvpd ^ event of another war. Beyond that, however, 

seciiriTur international chessboard aimed at 

worldvfd * 7®^ States a dominant position in this new field of 

Wilson was keenly interested. His 
communf™f7° measure to this hew form of 

snective nf ^ could penetrate to the people of all nations, irre¬ 
spective of boundaries and barriers. 
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The immediate occasion for the Navy’s proposal was the renewal after 
the war of negotiations by the British and American Marconi Gom- 
oanies in an effort to acquire from the General Electric Company ex- 
dusive rights to the Alexanderson alternator. This machine had been 
nerfected and was considered by many the most effective device for 
tong-range propagation of wireless messages. When ofiBcers of the Navy 
Department heard of these developments they became genuinely alarmed. 
They knew that British interests were bent on securing a tight hold on 
a worldwide wireless system but saw no reason why American inventions 
should be used to that end. 

Rear-Admiral William H. G. Bullard and Commander Stanford C. 
Hooper paid a visit to the General Electric Company in New York in 
April, 1919, and talked with its ofiBcers. Subsequently Owen D. Young, 
then an executive and its general counsel, related the incident as follows: 


Admiral Bullard and Commander S. G. Hooper came to my office, and Ad¬ 
miral Bullard said that he had just come from Paris, at the direction of the Presi¬ 
dent, to see me and talk with me about radio. 

He said that the President had reached the conclusion, as a result of his 
experience in Paris, that there were three dominating factors in international 
relations—International transportation, international communication, and petro- 
leum-and that the influence which a country exercised in international affairs 
would be largely dependent on their position of dominance in these three activi¬ 
ties; that Britain obviously had the lead and the experience in international trans- 
portation-it would he difficult if not impossible to equal her position in th^t field; 
in international communications she had acquired the practical domination of 
the cable system of the world; but that there was an apparent opportunity for 
the United States to challenge her in international communications through the 
use of radio; of course as to petroleum we already held a position of dominance. 
The result of American dominance in radio would have been a fairly equal stand¬ 
off between the U. S. and Great Britain-the U. S. having the edge in petroleum, 
Britain in shipping with communication divided—cables to Britain and wireless 
to the United States. 

Admiral BuUard said that the President requested me to undertake the job 
of mobilizing the resources of the nation in radio. It was obvious that we had to 
mobilize everything we had, otherwise any of our International neighbors could 
weaken us tremendously by picking out one little thing. The whole picture 
zle had to be put together as a whole in order to get an effective national 
instrument.’ 


Admiral Bullard’s suggestions were met with something more than 
casual interest. He spoke with high authority and the things he said made 
sense, American public opinion would be strongly against foreign control, 
direct or indirect, of our wireless facilities. Congress and government 
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officials would be swayed by tliis trend of thought. General 
to go along. They would pass up the prolfered^business from the ^ 
interests with the idea of building up an AnuTircus^mt 0^71 
or even greater polcntlnl. Aenortllngly, under the leaderahtW 
Young pin,,, were made to earry out Admiral llullurd’s idea and 
the formation of a new American company which through dnm-* ? 
of the industry at home, would have the power and nrestSe^ “‘I 
on the international scene. Basic to the plan was the realization S? 
new enterprise must undertake to carry forward over the veir« u 
or^nized and aggressive program of research and experiLnt ^ ^ 

Young and his associates conceived boldly. It was deeidetl tV.of fi, a 
step would be the acquisition of the American M^rLnTro ^ 

ttey .ucceedod, Tl.oL.cral Klootrlc Co“:.yXZ.cSS 

purchased the shares held bv British / i P , had 

^enm by which American 

Km '‘““"'“g'y to Ortobor and Novcn.£ 

It was to consist of >? mil? * was set at a high level. 

of no-par common Owm Yn ® 

Edwaid T Nallv fm^I ^ chairman of the board; 

the posUn 0 "nres^?^^^^^ vice-president of American Marconi, assume 
position of president; and David Sarnoff was made commercial man- 

gove''ri!‘menrThe*Pres°2m^ 

representative to f - the United States was asked to name a 

President Wilso^aTrn ® A 1920, 

Department: following recommendation from the Navy 

appointed by the 

Radio Corporation of Amerin ^ meetings and directors’ meetings of the 
present anfdtcussVnfoZ 1 V ‘1'*'“ he may 

ing matters oertaininir tn Government's views and interests concern¬ 
ed before the directors 

1920 to show^&Tt^ rate ^ ^^uguries for RCA, events transpired in the year 

just. The bTsines Tr.TTV° unjust as well as on the 

interests went the hnn t° was born and to various other 

went the honors for its inception. Like previous scientific develop- 
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nients, that of transmitting voice and music through the ether sprang 
from a vineyard in which there were many workmen, Seemingly the minds 
of various scientists had responded to a common tuning. 

Without attempting to assign priority of conception or appraise contri¬ 
butions to the art, certain events should be noted. As early as the spring 
of 1920 engineers in the American Telephone and Telegraph Company, 
working to perfect radio telephone equipment, were projecting over the 
air short talks and musical selections from phonograph records. These went 
out from experimental stations in New York City and from New Jersey. 
They were avidly picked up by amateur wireless operators in that general 
vicinity. Similarly during this eventful year, the Detroit News began 
putting on the air "concerts” of phonograph music from its amateur sta¬ 
tion, the immediate progenitor of WWJ. 

The City of Pittsburgh, however, witnessed perhaps the most signifi¬ 
cant of these events. There, the Westinghouse Electric and Manufacturing 
Company, which had not been originally included in the RCA setup, 
was directing the attention of its engineers to problems in the field of 
radio. Dr. Frank Conrad had been assigned to experimental work on 
wireless telephone transmitters. 

In order to test his various instruments. Dr. Conrad devised the plan of 
sending radio phone, messages between the Westinghouse plant and his 
home workshop, several miles away. Amateur wireless experimenters, or 
“hams,” in and around Pittsburgh picked Dr. Conrad’s messages out of the 
ether. ..They soon began to listen in regularly on his experiments. 

Almost before he realized it Dr. Conrad and his two sons were em¬ 
barked on an adventure in radio broadcasting. To satisfy their rapidly 
growing crop of fans who were jerry-building little radio sets, it was 
arranged that every Wednesday and Saturday evening a regular program 
would be put on to include comments, sports news, music by local talent, 
and phonograph records. The merchant who supplied the latter asked 
that his name be mentioned. His sales almost immediately began to reflect 
this advertisement. And so, at the crude little amateur station of 8XK 
in Pittsburgh during 1920, was a start made in the business of radio 
broadcasting. 

As the new idea caught the imagination of young amateurs, a large 
department store in that city announced that it was offering radio receiv¬ 
ing sets for listening to die Conrad programs. The spark thus fired met 
receptive response in the minds of Harry P. Davis and others of the 
Westinghouse staff. They began to realize that the harnessing of radio 
waves opened vistas other than those of the telegraph and telephone. 
Unlike any other method of distant communication, the radio offered a 



346 THE EPIC OF AMERICAN INDUSTRY 

Beans of conveying the spoken word and varied entertainment .■ , 
taneously to huge masses of people, Gropingly, hesitantly their ' 

began to measure the possibilities of the new ^ 

To test its potentials they decided to install a more powerful worln» 
hke transmitting station. Thus in October, 1920 , was inaumratel. a™!', 
casting facility later to be known and enjoyed by thoSj't 
radio fans-KDKA of Westinghonsc at Pittsburth Colorinn 

election retams of 1920 to avid listeners in and around ibrnS 
spread across the nation of these striking ® 

of some by other experimenters. Soon small broadcastine stadoiK' 
sprouting overnight like mushrooms in various cities If th! ! i™! 

Fm these small be^nnings there grew within the next few yeais ow 
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Hv. n,l “Tv®'' ” “6 unexpected. The advent d 
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been annihilated, ' P‘’’'®"''oc6 and musical note, space had 
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Fart Two: Toward One World 


r\s the success of station KDKA at Pittsburgh 
burst like a star shell to signal the debut of broadcasting, our radio inter¬ 
ests were caught somewhat aback. In spite of the existence of the Radio 
Corporation as a unifying force, the problem of confused patent rights 
remained. American inventors had been both numerous and prolific. 
Excellent scientific advances had been made but no one person or group 
contralled enough patents to assure practical clearance either in manu¬ 
facturing equipment or in caiTying on the business of broadcasting. 

Once again spurred on by promptings from the Navy Department, the 
leaders of the radio industry took an important step in organizing among 
themselves. This involved the execution of contracts later to attract much 
attention and engender bitter controversy—the famous cross-licensing 
agreements. These provided for multilateral exchange of patent rights, 
technical information, and research results, all to continue over a period 
of years. The parties were the Radio Corporation (RCA), General Elec¬ 
tric, American Telephone and Telegraph, Western Electric, Westinghouse, 
United Fruit, and Federal Telegraph. 

The intent was that the patent resources of the group were to be avail¬ 
able to each of the principals, but limited to uses within their respective 
normal spheres of business operation. Such areas of permitted activity 
were not definitely spelled out but were stated in broad terms. General 
Electric and Westinghouse were to enjoy licenses to manufacture certain 
wireless telegraph equipment, broadcasting receiving sets, vacuum tubes, 
and amateur equipment. The selling of much of this was to be in the 
hands of RCA. Any of these three was privileged to set up and operate 
its own broadcasting stations. The Telephone Gompany (including 
Western Electric) had the right to manufacture, sell, or use certain equip- 
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ment for wire tokphonos or radio phonos ns well as for teleranh i 
pomnl... U.,., oo..„oe.io., was radio phono or broaden^g^fi 

To activate further the nrineiplij of cooi^cratioii -iTifl r.n,v. 
the parties to the en.s.s.|ta..,si.iB oonlntots'hoW stock in 
pora .on. In 1922 tl.e vothig p,.w„r was distribnted as foltow^tJ^i 
Electric 25.7 per cent; We.stinghoiise 20.8 per cent- the Telenhnn? p 
pany 4.1 per cent; and United l^’niit 3.7 pe/cent ’ telephone Cora- 
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pioneers m radio, must have seemed to them somethinti akhirthM 
demi.se of a rich uncle The fifthl v • ” the timely 

By this deal each could drive iard in'it‘’nTtSa^^ 

Lrij rS tiadc:;:: hSTr/":* 

high technical perfomani o ^ ^ distinguished for 

of continued hectic activity \ of quality. That year was one 

worse, possessed a total S'576 country, for better or 

receivine sets wprA Ko- u hcensed broadcasting stations. Home 

OUT people purchased upwards”of^°^^^^^^ 

broadcasting boom was uLer way. equipment. The 

the patents pool^^rfOTniS^'Th^"A contemplated when 

Broadcasting^had been uZ^icted f 

cross-licensing contracts did not was proving unpredictable. The 

began to arise and for the conflfct°rf*^^ contingencies which now 
Henceforth these agreemenfe interests inherent in the situation. 

My to ra.d. de,Leave pro^L^ «biected to growing rirein^ 

o the wder eoene br„.dceea„g bri.„ght In novel end to eorae extent 
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quite baffling problems. Reception of programs was bedeviled with in¬ 
terference. Early operators paid scant regard to the assignment of wave¬ 
lengths. Some of the pioneer stations felt that they had acquired pre¬ 
emptive rights to certain wave bands. Ship-to-shore wireless telegraph 
with its high-powered spark would break into programs. Added to these 
complications was the fact that many of the crude receiving sets could 
not be tuned with effective selectivity. All in all a high state of confusion 
prevailed. Secretary of Commerce Herbert Hoover, under whom the 
licensing of stations was placed, did his best to resolve these difficulties. 
Obviously the situation called for a strict regulation of the use of broad¬ 
casting wave bands. Congress, however, was reluctant to embark on these 
unknown seas and left Hoover to improvise under ineffective statutory 
authority. 

Another problem of this new industry presented even fewer aspects 
of familiarity. Who was going to pay for the year-in year-out cost of oper¬ 
ating these broadcasting, or as some called them "radio telephone,” sta¬ 
tions? The idea of selling advertising time had not as yet taken hold. 
Meanwhile the stampede of people who for one reason or another wished 
to own a broadcasting station continued. These included manufacturers, 
newspapers, department stores, amateur scientists, educational institu¬ 
tions, and a host of adventurers who were just surf-riding the crest of the 
new idea. 

As sellers of transmitting equipment, tlie Telephone Company became 
concerned with the rapid pace of the development before a sound 
basis had been worked out for paying expenses. In a bulletin issued by 
Western Electric, attention was directed to the fact that while a broad¬ 
casting station could be installed for somewhere between $10,000 and 
$15,000, the purchaser would face annual operating charges of at least 
100 to 200 per cent of those figures. 

To discover some way of meeting these costs became a matter of 
concern. The problem was novel in its basic aspects. The consumer, or 
ultimate beneficiary, was anonymous. Once on the air, a broadcast pro¬ 
gram could be picked up by anyone. Accordingly we find groping and 
hesitant consideration being given to a whole gamut of proposals for 
a means of meeting operating expenses. 

Some persons felt that stations should be endowed. Many attempts 
were made to finance broadcasting by means of local contributions. The 
foreign concept of a tax on receiving sets was strongly urged. Another 
favored plan was for the expense of broadcasting to be borne by 
manufacturers of equipment. At this time there was no such thing as a 
broadcasting station making money. They were in the red because they 
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had no regular income. The only way their continuance could be iustified 
was by some collateral advantage such as the advertising value that 
accrued to concerns like newspapers or department stores. As the exuber 
ant promoters of stations awakened to tlu'se hard facts, a great foldine-un 
occurred. Throughout 1923 and 1924 many stations were closed down 



Facsimile o£ page in log bmk recording the first commercial broadcast, that 
by WEAF on August 28, 1922 
Courtesy of the Radio Corporation of America 


eac month, In June of 1924 some 81 went out as compared to 27 new 
ones at were licensed. The turnover was high. The problem of how 

o ^ nance broadcasting had members of the industry baffled and public 
opimon confused. 

Ewn as people debated these things the solution had already been 
■LT° under its own impetus and crept up 

industry. In making plans to develop this new 
held It was quite natural for the Telephone Company to think of broad- 
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casting as one-way radio telephony. It was standard practice, of course, 
to sell time for the use of telephone wires. Why not therefore sell time 
for the use of broadcastihg facilities? The obvious customers would be 
our advertisers, whose interest after all was only in one-way communica¬ 
tion. 

Accordingly radio history was made on August 28, 1922, when the 
Queensboro Corporation paid to go on the air over the Telephone Com¬ 
pany’s newly born station WEAF. In a short ten-minute program resi¬ 
dents of Greater New York were urged to take up homes at Jackson 
Heights, Long Island. A series of these talks was credited with stimulat¬ 
ing the sale of real estate. Shortly thereafter the Tidewater Oil Company 
and the American Express Company purchased radio time to experiment 
with this new medium. These incidents occurred without any fanfare 
of tmmpets or flashing of northern lights. But they were significant. The 
way was indicated by which the new industry could sustain itself within 
the framework of our free enterprise system. The profit motive would be 
put to work through the sale of radio time. 

At first this concept of selling broadcasting time for advertising pur¬ 
poses aroused a measurable degree of hostility. Newspapers which had 
been giving the new infant, radio broadcasting, a great ballyhoo now 
began to wonder just where all this was heading. Could it be that they 
had taken a viper unto their collective bosom? A writer in Printer’s Ink 
stated: “Any attempt to make radio an advertising inediuni, in the accepted 
sense of the term, would, we think, prove positively offensive to great 
numbers of the people. The family circle is not a public place, and adver¬ 
tising has no business intruding there unless it is invited.” ^ Similarly, the 
Radio Dealer, a trade periodical, went on record: “Every reader of this 
publication is urged to write his Congressman to-day demanding that 
stations broadcasting advertising matter be forbidden the use of the 
360 wave-lengths.” “ 

The practice of selling radio time was not immediately applied on an 
industry-wide basis. This was due to a number of reasons. In the first 
place, the Telephone Company’s experiment in marketing WEAF time 
was no outstanding financial success. Advertisers were cold to the new 
idea. Then there were the limitations imposed by the patents of the 
Telephone Company and its rights under the cross-licensing contracts. 
From its “telephone” conception of broadcasting, the Telephone Company 
claimed the sole right of selling radio time to outside advertisers, or of 
licensing other stations to do so. This was a bitter pill for G. E., West- 
inghouse, and RCA to swallow. 

Even more restrictive to tlie development of advertising as a source of 
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revenue was the fact that broadcasting was still a matter of unrelated 
stations each serving a local territory. Had it not been for a new techno 
logical advance progress might have been slow. Fortunately, however 
the event was at hand. Network broadcasting came into being This was 
the system by which long-distance telephone wires were used for carry¬ 
ing programs simultaneously to a group of local broadcasting stations 
It found technical justification in the fact that better results were thui 
obtained, especially freedom from static, than where programs were thrust 
through the air for similar distances. 

This development is considered to have had its practical start on Janu¬ 
ary 4, 1923, when station WEAF in New York was connected by lone- 
distance telephone wires with station WNAC in Boston. A program from 
the WEAF studio in New York was carried to a public address system in 
the Copley Plaza Hotel in Boston. In July of that year the first permanent 
hookup was established when a tie-in was made between WEAF in New 

York and Colonel E. H. B, Green’s station WMAF at Round Hill, Massa- 
chusetts. 


Some months later, in December, 1923, a landmark in radio network 
history was passed when President Coolidge’s message to Congress was 
piped from Washington by telephone circuits and then put on the air 
by radio stations in New York, Providence, St. Louis, Dallas, and Kansas 
Lity, Missouri. There was a touch of humor in this because the words of 
e tight-lipped, monosyllabic New Englander were carried to more 
persons than had ever before listened to a public speaker. 

. ^*^?*'**’ ihterstation hookups were in the nature of experi- 

results quickly led to broader application. By April of 1924 
the Telephone Company had evolved the plan which was to provide a 
sound economic basis for the new broadcasting industry. A scattered 

broadcasting stations would be connected 
to VVLAF, as a nucleus, by wire circuits which during "off-peak” hours 
at night would be permanently set aside for broadcasting service, 
n or er to provide a source of income from which to meet expenses, 
formula initiated by WEAF in the first "com- 
meicial, the Queensboro program of 1922. Advertisers would be offered 

nvt buying WEAF time for programs which would go 

M ^ 16 wires and be put on the air simultaneously in various parts of 

The increased number of persons 
WW? I ohaiSB for the time sold. 

L j ’. ^ had won a reputation for high quality 

were f-li* °ii stations two basic types of programs. First 

the so-called sustaining” ones in which WEAF provided enter- 
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tainment at its own expense. For these the local stations were to pay 
agreed-upon sums. Then there were the “sponsored” programs presented 
by advertisers. For broadcasting these the local station was to be paid 
from charges collected by WEAF. It was believed that the income from 
this source for the local stations would exceed their expenses under the 

arrangement. 

At the outset it was apparently easier for WEAF to secure the support 
of advertisers than that of independent stations. Many of the mtter were 
owned by newspapers and department stores for good-will purposes. 
They questioned whether national advertising would be detrimental to 
their local interests. 

Nevertheless by October, 1924, the Telephone Company was ready 
with a small group of independent stations for a trial of their new com¬ 
mercial network idea. This was the beginning of the “Red Network.” It 
then included WEAF in New York, WEEI in Boston, WGR in Buffalo, 
WJAR in Providence, and WCAE in Pittsburgh. The name apparently 
grew out of the fact that in segregating telephone circuits on their maps, 
the “long lines” engineers used colored crayon to indicate the lines 
employed in broadcasting. Hence arose names later to be recognized 
leaders in radio—the “Red,” Blue,” and “Purple” networks. 

The closing months of 1924 saw commercial broadcasting fully launched 
and already assuming the pattern by which we know it today. Operation 
of this pioneer WEAF network of from six to thirteen stations began 
at once to indicate the extraordinary power of this new advertising me¬ 
dium. One early concert of good music by famous artists brought forth 
about 60,000 letters of appreciation. Accordingly some of our large cor¬ 
porations initiated sponsored programs which attracted wide attention. 
Among these were the Eveready Hour, the A & P Gypsies, the Gold Dust 
Twins, and the Goodrich Silver Town Orchestra. 

While network broadcasting placed the new industry on the high road 
to prosperity, it served to spread neither content nor sweetness and light 
among the parties to the cross-licensing agreements. The booming, un¬ 
predictable broadcasting business was subjecting these contracts to dis- 
nipting stresses. The Telephone Company and Western Electric were 
pulling one way. General Electric, Westinghouse, and the Radio Corpora¬ 
tion were straining in another. 

The issues were sharply drawn. The A. T. & T., and its manufacturing 
subsidiary. Western Electric, sought freedom to produce and sell receiv¬ 
ing sets and vacuum tubes, a right which the others claimed exclusively 
under the contracts. On the other side, G. E., Westinghouse and RCA, 
with some fourteen radio stations on their hands and no means of making 
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them self-supporting, believed they should bo allowed to sell broadr«K 

Repeated efforts to resolve those difficulties by negotiation failed » 
tiiough the corporate officials involved were men of broad excerien'' 
Recognizing that a prolongation of the impasse would work to m oV 
benefit they adopted a common-sense method of resolving their diffij 

important cases ever handled under such 

tion of the issues took almost throe years and it was not until July 1926 
that eleven different contracts and letters were signed to cairy out S 
decisions winch had been reached. ^ 

we^r^p*^ Telephone Company and Western Electric 

were accorded the right to manufacture a limited, specified number of 
leceivmg sets each year free from royalty payments. This was for the pur- 

caftiigTouLt P'li-iicipation in the field of broad- 

a«nni!f ^ ® the all-round settlement. David Samoff of RCA and his 
number^of formation of a new company to consolidate a 

and WTZ stations, principal among which would be WEAF 

of hiph n'liaTh believed that a more comprehensive service 

Snereatn^ local stations to an 

part of the^finnl "^l^® I*!®® with favor. Tlie plan formed 

settled bv a m broadcasting controversy was 

Sed J Telephone cLpany to sell its 

Pmvto Th^>* *e Telephone Com- 

L alien to th°^ broadcasting business which they had come to regard 
woSd thll r ^"'Tose of providing telephone service. No longer 

broadclrp r' *® other parties to fell 

panv woul/l *™®’^'^^c^ore. it was agreed that the Telephone Com- 
To imnlp fi! * stations for network hookups, 

castinp Coif T t^® National Broad- 

Shortlf LSelh°"'’ September 9.1926. 

works ttiA p 4 ^ j company set about expanding two radio net- 

Ra t 4 '^® ®1^® “oSnd WJZ. 

narely had a new business, enteiprise been launched with such im- 
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pressive sponsorship as NBC received. Representatives of RCA, General 
Electric, and Westinghouse were on its board of directors. In addition it 
was provided with an advisory committee that included Dwight Morrow, 
Charles E. Hughes, Elihu Root, and Walter Damrosch. 

The project was so ambitious and so much in the public eye that its 
sponsors were somewhat awed and self-conscious. At this time (1926- 
1927) it looked as though the NBC networks would have such preemi¬ 
nence that they would constitute a virtual monopoly in network broad¬ 
casting. 

Any worries on that score did not last long. The free enterprise system 
has about as much regard for monopolistic conditions as nature has for a 
vacuum. Shortly there arose an independent concern which within a 
few years would let NBC understand that there was competition about. 
The Columbia Broadcasting System came into being. 

It seems that down in Philadelphia, during 1927, a young man had been 
left in charge of a branch cigar factory by his elders who were vaca¬ 
tioning in Europe. In their absence the inexperienced youth, no doubt 
bored by the staid orthodoxy of the family business, decided that it needed 
a bit of jazzing up. Accordingly he contracted for a short broadcasting 
program plugging cigar sales over a local statjon, one of the units of a 
struggling network promotion which was almost going down for the 
third time, 

When the knowing ones returned from Europe, they were shocked at 
the young man’s lack of acumen. The radio contract was canceled forth¬ 
with. Then an extraordinary thing happened. Irate listeners wrote in 
protesting the termination of the radio program. Evidently it had a host 
of followers. This new amusement device, crude as it was, had captured 
public interest. Quickly the oldsters reversed themselves and the youth 
was given a green light on radio advertising. He had the courage of his 
convictions and contracted for a series of broadcasts at $4,000 per week. 
Their success was phenomenal. Cigar sales mounted rapidly. Shortly 
thereafter radio history was made when he purchased control of the rickety 
little network which could perform such wonders. His name was William 
S. Paley. The network became the Columbia Broadcasting System, Inc. 

Paley was a good businessman. His ship caught a fair tide. In 1930, 
two years after he assumed its management, Columbia did a gross of 
$8,726,884 and made a net profit of $874,715. The following year its profits 
of $2,346,766 slightly exceeded those turned in by NBC. Thus within a 
short time of its spectacular launching in 1926 as the favored child of big 
business, NBC found itself faced with a strong competitor which, so to 
speak, had come up from the ranks. This was salutary. While there was 
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no reason to believe that NBC had any ambition toward mononolv tK. 
very reasons which prompted its foniintion gave it a daneeiLs ni 
eminence. ° ^ 

It must at the same time be recognized that the broadcasting business 
was inherently one of small enterprise. While we have thus far observed 
the formation of the early large networks, its real .structure was provided 
by the existence of a multitude of local broadcasting stations In Tune 
1925, some 571 of these were scattered throughout the country. As time 
\yent on, we note tendencies to organize along both territorial and na¬ 
tional lines. In New England the Yankee Network was built up by Tohn 

Shepard III around station WNAC in Boston. i ^ J 

Later several of the most important independent local stations got to- 
pther to organize a new national network to operate on a cooperative 
basis. Thus in 1934 the Mutual Broadcasting System was formed by WOR 
of Newark, WGN of Chicago, WLW of Cincinnati, and WXYZ of Detroit. 
This plan worked out successfully. 

Smilarly in the field of manufacturing it was relatively easy for com¬ 
panies to get started. Any intelligent young mechanic could readily leani 
0 put together a receiving set. Before long we note the rise of some 
of these sinall concerns to, sufficient size and strength to challenge the 
old-timers-RCA, G.E., and Westinghousc. Those independent producers 
offered real competition. They kept close to their markets and could 
quickly adjust their products to changes in the science or in the tastes of 

tliem were Atwater Kent, Crosley, 
Bhilco, Zenith, and Stromberg-Carlson. ^ 

the broadcasting business was phenomenally 
acnlnt position remained sound. With an entertainment 

Project the advertiser’s 
well suited to the American 

scheme. It helped greatly in selling more goods to more people. 

Sion ^y that during the depies- 

well ^Evo tif ^ broadcasting business held up remarkably 
to ronHnt”o H • ^ manufacturers found it profitable 

advertising programs. In each year of the 

conttnjip^ t Columbia reported a profit. Gross receipts 

comtoued to grow in all but one of these years. 

significant for another event. In spite of the fact that 
business comprised the basic fabric of the broadcasting 

the lar,rL?n Justice was perturbed about the power of 

truiltv or especially RCA, G.E., and Westinghouse. Whether 

gu ty t they were finally charged with violating our anti-trust 
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statutes. To settle the matter a consent decree was entered in November 
of 1928. 

Under its terms, G.E. and Wesfinghouse engaged to divest themselves 
of ownership of RCA stock and to remove their representatives from its 
board of directors. Complicated agreements were drawn in regard to 
patent licenses, manufacturing rights, and broadcasting. The net result 
was to make RCA independent of G.E. and Westinghouse. Each of the 
three was left in a position to manufacture and sell receiving sets and 

tubes. 

Rarely has the fate of a great corporation in America been so largely 
determined by the acts of the Federal Government. It was the suggestion 
of Admiral Bullard, acting with the blessing of President Wilson, which 
led to the formation of RCA by the General Electric Company back in 
1919. Thirteen years later the same government through its Department 
of Justice insisted that parents and child be separated and that hence¬ 
forth RCA stand on its own. 

Having passed through the general business depression of 1929-1933 
with surprising vigor, the radio industry found itself well entrenched 
by the late 1930’s. Both manufacturers and broadcasters were doing well. 
Nevertheless any tendency toward complacency was restrained because 
technological advances kept the industry keenly alert. Television hung an 
the verge of wide commercial application as also did frequency modula¬ 
tion. During these years the minds of our scientists were magnificently 
fmitful. Men like Zworykin, Farnsworth, and Armstrong led the world in 
their revelations of scientific truth as applied to electronics. 

But neither television nor frequency modulation came into their own 
prior to World War II. Their stories are for another telling, but in con¬ 
nection with the former there is one incident which perhaps should be 
noted. It serves to highlight in an interesting manner how legitimate 
governmental regulation may easily verge on paternalism. 

For a time the Federal Communications Commission held back ap¬ 
proval of commercial television on the ground that people who purchased 
early receiving sets might shortly find them outmoded by the rapid pace 
of technological advance. Meanwhile RCA was pressing to get going in 
a business way as the surest means to advance on both the scientific and 
commercial fronts. The Commission’s restrictive policy was a strange 
philosophy to be invoked under the American way of doing things. Our 
success in the past has been predicated upon encouraging private initiative 
and restraining bureaucracy. Moreover from the public’s point of view, 
one of the most cherished of aU freedoms is that of making ones own 
mistakes. 
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Stemming from WEAF’s first sale of radio time for a few 1,, ^ ^ 
broadcasting business has grown so that in 1941 upwards of 
$225 million were appropriated by advertising sponsors forTJ 
gjms. 1944 the Bdl System elL had r 
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freedom of speech. Ours is the only great nation today in“ thS; 
BumV, indirectly control radio pograms. ® 

vances in broTd? waves have not been confined to ad- 

marine and facilities have contributed mightily to 
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and others. Bv 'thei Fleming, de Forest, Arnold, Langmuir, 

revolution has^taken 013 *^^* v span of years a great 

to lube ms^id Wh«n the thimionla «c 

ti8hamessiugofthesubmir.m.”'°-“^i“*° “ universe. Through 

make those of the lasa a *eopic electron, he achieved powers which 
But S™l» j! e“U puny in comparison. 

pwicnlarly nopressive to ns have been fte eecompllsbments In 






XXXIX. 


AVIATION 


Part One; From Kittyhatok to 
Airplane Boom 
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on the inventor and his device. It was categorically asserted that man¬ 
made flight was impossible; that this had been realized all along; tliat 
Langley’s project was sheer hocus-pocus. Scarcely had these ideas been 
formed when, on December 17, 1903, a bare nine days after the Langley 
disaster, the miracle was worked. On the lonely sand dunes of Kittyhawk, 
North Carolina, man flew in power-sustained flight. 

When the Wright brothers telegraphed word of their great triumph 
for release in the Dayton papers, the news was greeted with something 
less than acute interest. It is reported that one local editor yawned and 
witliout looking up at Lorin Wright, a brother of the fliers, remarked: 
“Fifty seven seconds, hey? If it had been fifty seven minutes then it 
might have been a news item.” ^ 

The story of the Wright brothers is a modern saga. If ever there was a 
case of men lifting themselves by their bootstraps, this was it. Neither 
of them had the advantage of a scientific education, yet they were scien¬ 
tists in the best sense of the word. Slowly, thoroughly, and with infinite 
patience they garnered from textbooks and the written record all that their 
predecessors had learned about maintaining gliders in flight. Having 
absorbed this knowledge, they pressed ahead to explore on their own un¬ 
mapped areas of thought. They built a small wind-tunnel, sixteen inches 
square in the section and six feet long. In this, with the draft from an 
improvised blower, tliey tested all kinds of wing shapes. When their data 
were compiled, they discovered critical errors in hitherto commonly 
accepted principles. Relying upon their own experiments they built and 
successfully flew a series of large gliders. Operational observation of these 
confirmed their theories and enlarged their understanding of the prob¬ 
lems involved in the flight of heavier-than-air machines. 

They worked carefully and painstakingly from one problem to the 
next, like a mountaineer ascending an escarpment. Finally they made their 
great discoveiy-the warping or twisting of the ends of the wings gave 
an effective control of lateral balance. They had advanced the knowledge 
of aerodynamics as Columbus had that of terrestrial geography. 

After the first short flights at Kittyhawk further experimental work was 
carried on through 1904-1905 at a field on the Huffman farm just east of 
Dayton. Progress was slow. Hiese unknown bicycle repairmen, shunning 
publicily, were content to proceed cautiously. They must teach them¬ 
selves a skill no man had ever known before. By the fall of 1905 Wilbur 
had made a flight of 24% miles in 38 minutes and 3 seconds. 

Having secured their basic patent on the wing-warping control prin¬ 
ciple and further improved their experimental planes, the Wright brothers 
faced the problem of finding customers for their product. How did one 
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small biplane in which on July 4th, 1908, he flew a distance of some 2,000 
yards. Other and better planes followed and shortly we find Curtiss win¬ 
ning air races and gaining considerable fame both for building and racing 
planes. 

Considerable rivalry developed between the Wrights and Curtiss. This 
became quite bitter when in 1910 the Wrights brought suit against Cur¬ 
tiss in this country and against others in France for patent infringement. 
Curtiss was using ailerons for control of lateral balance in place of wing 
warping. The Wrights maintained that their original claims were suffi¬ 
ciently comprehensive to cover the Curtiss device. For the next few years 
the controversy raged until in January of 1914 it was settled in the 
Wrights’ favor by a decision in the United States Circuit Court of Appeals. 
Commenting on this. Lieutenant Baldwin, an early flying enthusiast, re¬ 
marked: "It is high time for all the rest of us to step up and admit that 
not one of us ever would have got off the ground in flight if the Wrights 
had not unlocked the secret for us." “ Favorable decisions were also 
obtained in Germany and France. 

Meanwhile the science of flying planes was advancing rapidly. The 
Wrights were taking their fragile-looking, pusher-type biplanes for higher 
and longer flights. In 1908, while Orville was continuing his demonstra¬ 
tions for the War Department, Wilbur went to France and in August made 
his first flight in that country near LeMans. He created a sensation. The 
French took Wilbur to their hearts and acclaimed him as the man who had 
conquered the air. Immediately France set to work to develop some flyers 
of her own. In July, 1909, Bleriot established one of the landmarks in 
aviation when he flew across tlie English Channel to land on the cliffs of 
Dover. Public interest both here and in Europe was becoming aroused 
about flying. 

In such an atmosphere it was quite natural that various people should 
begin to think of means for extracting proflt from this new development. 
Among them was a young man whose imagination was equalled only by 
his self-assurance. Clinton R. Peterkin, who had once been an office boy 
in the staid chambers of J. P. Morgan & Company, called on Wilbur Wright 
at the Park Avenue Hotel in New York City. The youthful Peterkin ex¬ 
plained that he would like to promote a company of large capital to exploit 
the Wright aeroplane. Something worked the needed magic because 
shortly thereafter we find Peterkin and De Lancey Nicoll, a well-known 
lawyer, engaged in organizing such an enterprise. In November, 1909, The 
Wright Company was incorporated with a paid-in capital of $200,000. It 
acquired the Wright patents, paying partly in cash and partly in stock and 
further agreed to pay the Wrights a 10 per cent royalty on all planes which 
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it might sell. The original stockholders list comprised, besides the Wriehts 
names famous in business circles such as, Cornelius Vanderbilt, Howard 
Gould, August Belmont, and E, J. Berwind. As a promoter the 24-year-old 
Peterkin was doing all right. ^ 

By November of 1910 The Wright Company had built its own small 
factory and was turning out two planes a month. The question was how to 
sell them. Obviously it was too early for private flying. Airplane transpor¬ 
tation seemed a long way off. With an aroused popular interest exhibition 
flying seemed the line of least commercial resistance. The Wright Exhibi¬ 
tion Company was fonned. A daring young man who had been risking his 
neck and thrilling crowds by flying a small and unpredictable dirigible 
was engaged as manager. This was Roy Knabenshue who became one of 
the most famous of the early flyers. 

Both this company and Glenn Curtiss e.stablished flying schools to train 
men for exhibition work. Tliese attracted many adventurous youths who 
after a few hours of instruction learned to fly “by the seat of their pants.” 
Soon no county fair or convention was complete without an air show. The 
flyers traveled from place to place ns teams and engaged in all sorts of fly¬ 
ing stunts. Lincoln Beachey had a special hair-raising trick of scooping a 
handkerchief from the field with a wing tip. Thus the first phase of the 
aviation industry was show business. It was the only means by which 
planes could be turned to profit. It also served another purpose. Many 
of the spectators at these little exhibitions demanded to be taken for short 
flights. Our people were becoming air-minded. 

As a lesult, 1910-1911 produced quite a blooming crop of little airplane 
promotions. Month after month projects for manufacturing, training, or 
exhibuion were launched by enthusiastic sponsors. Flying schools were 
started by men who had never flown a plane. Many of these projects were 

simply get-rlch-quick stock schemes to lure small-time investors into part¬ 
ing with their money. 

• ^'i^ legitimate operation, several isolated events were cast- 

mg s a ows of things to come. They serve to show how pitifully small were 
the beginnings in aviation. Late in 1910 P. O. Parmelee in a Wright biplane 
earned a cMsignment of ten bolts of silk from a point near Dayton to 
o um us, Ohio. This was apparently the first air-express trip. In conneo- 
on wi an aviation meet in 1911, Earle L. Ovington flew mail for a few 
days from Nassau Boulevard to Garden City Estates, adjacent communi- 
les on ong Island. This first air-mail jump was a scant ten miles but it 
attention because it was oflScially recognized by the 
os ce epartment. In 1914 an abortive attempt was made to estah- 
Jish a commercial air line in Florida, the St. Petersburg-Tampa Airboat 
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Line attempted scheduled passenger service between those cities. But all 
in all, right up to the outbreak of World War I, the aviation industry was 
a gawky fledgling sticking close to the nests of the original inventors. 

While previous to our own entrance into the war we had received some 
orders for aircraft from the Allies, the real impact upon our manufacturers 
did not come until we started to build and train an army. Then under the 
pressure of military necessities we attempted a program of extraordinary 
proportions. Seldom, if ever, have production schedules been so ambi¬ 
tiously magnified. “An industry that was less important financially than the 
toy-balloon business was suddenly ordered to produce 29,000 airplanes, 
although it had not yet produced 200 since the first flight in 1903.” “ Total 
wartime appropriations for aircraft and training were about $1,250,000,000. 

Progress toward our goals was not smooth and at times considerable 
criticism was aimed at both government and manufacturers. There was 
much milling about and lost motion. The great difficulty was that we were 
attempting to bring into being an industry overnight. In the light of war¬ 
time needs we had, practically speaking, no aircraft productive capacity 
or experience in its quantity production. We turned to the automobile 
industry to make good these deficiencies. Howard Coffin of the Hudson 
Motor Car Company became Chairman of the Aircraft Production Board. 
John N. Willys took charge of production at the Curtiss Aeroplane and 
Motor Corporation. Other prominent motor car interests became identified 
with the Dayton-Wright Aeroplane Company and the Wright-Martin Air¬ 
craft Company. 

These men faced new problems; their solution took time. The war ended 
before planes of American design and manufacture reached, the combat 
front. American pilots fought with French and English machines. Never¬ 
theless our accomplishments were substantial. When the Armistice came 
our aircraft industry was beginning to get into its stride with a potential 
output of 17,000 planes per year. Furthermore, we had designed and 
brought into production an excellent airplane motor—the Liberty 12. For 
several years to come it rendered yefiman service both in military and air 
mail services. More important for the future of aviation was the fact that 
we trained thousands of pilots and mechanics who during postwar years 
were to spread the ferment of airmindedness. 

The most significant aviation event of the war period, however, was one 
of a nonmilitary character. On May 15, 1918, President Wilson and mem¬ 
bers of his cabinet assembled at an airfield near Washington, D. C. to 
watch Lieutenant George Boyle take off in a small opcn-cockpit plane. As 
the dignitaries waited in solemn expectancy, considerable to-do went on 
about getting the plane’s motor started. Suddenly someone bethought him- 
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self to check the gas tank. It was empty. Finally all was set. Lieutenant 
Boyle took the air and flattened out on a course for New York City. This 
was the beginning of regular air-mail service in America. \ 

The inauguration of this service between New York and Washington ^ 
D. C. was due largely to the imagination and initiative of officials in the 
Post Office Department. In spite of military exigencies they were able to ' 
secure a few small planes and to wheedle the War Department into using 
the mail route for training army aviators. The Army retained control for 
three months but on Au^st 10, 1918, the Post Office Department took 
over. The amount of business was disappointing. Air mail did not save 
much time and postage rates were high. The impressive thing was that 
both Army and Post Office pilots maintained scheduled flights with a hi^ 
degree of regularity. 

From this point on we find the Post Office Department playing a vital 
role in the development of aviation. Eventually it turned the mail routes 
over to private business concern.s and mail-carrying contracts provided the 
first important source of income for the new indu.stry. In turn these reve¬ 
nues enabled the companies to expand into the transportation of passen¬ 
gers and express. 

The very nature of this new industry called for a close tie with the Fed¬ 
eral Government. The Post Office Department had an interest in promot- 
ing facilities which gave promise of faster mail service. Flying the airways 
was a use of the public domain. It was almost wholly interstate commerce, 
Problems of safety were highly complex and necessitated extraordinary 
measures to ensure reliable equipment and careful operation. That this 
industry should develop under the protective wing of government is not 
to be wondered at. The remarkable thing is that, unlike other countries, 
we were able to find a way of fitting the development into the free enter¬ 
prise system. Ours was a solution cliaracteristically American. That we have 
come to lead the world in aviation is due in no small degree to the fact 
that we insisted upon retaining the profit motive in this industry under a 
program of government regulation. 

Immediately after the end of World War I there was a burst of en¬ 
thusiasm in civil aviation. The science of flying had been advanced by 
military operation and the aeroplane had become a more dependable 
means of travel. In 1919 Captain John Alcock, a Canadian, and Lieutenant 
Arthur W. Brown, an American, made the first nonstop trans-Atlantic 
flight. They flew from St. Johns, Newfoundland, to Clifden, Ireland, in 15 

ours and 57 minutes. Edward Hubbard established a private company 
to carry mail between Seattle and Victoria, B. C. He used planes built by 
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a man later to become a leader in the industry, William E. Boeing. Innum¬ 
erable taxi services were started using surplus army planes. 

During 1919 several companies attempted regular passenger service. 
Aero Limited flew between New York and Atlantic City and in winter 
transferred its operations to the Miami-Nassau run. Aeromarine West 
Indies Airways, Inc. not only flew passengers between Key West and 
Havana but had an air-mail contract as well. On the Pacific Coast the 
Champlain-Curtiss Aircraft Corporation carried passengers between San 
Pedro and Catalina Islands. 

For the next few years there was a great deal of milling around in an 
effort to find ways of making money out of the airplane. Many of the 
early enthusiasts became disillusioned. With the planes of that day, carry¬ 
ing passengers was a losing venture except in rare instances. Meanwhile 
the Post Office Department continued to press ahead and expand the air¬ 
mail service which it still operated. Mail was flown from New York to 
Chicago and finally to San Francisco. At first this was done only by day¬ 
light. Then, in 1921, the Department took the forward step of trying out 
night flying of the mails. This called for high skill and courage on the part 
of the air-mail pilots who flew with no beacon lights and with only scat¬ 
tered airports. But this experiment served to drive home two important 
lessons. Air mail would never be really successful until night flying was an 
established practice. Night flying would not be dependable until pilots 
were provided with navigational landmarks. Accordingly a program was 
launched to mark air-mail routes at frequent intervals with flashing beacon 
lights. More landing fields were started and dangerous obstructions near 
them marked by red lights. With these developments the struggling avia¬ 
tion business was ready for a new lease on life. 

It was not long in coming. Congress passed two laws which marked a 
new phase in commercial aviation. The Kelly Act of 1925 authorized the 
Postmaster General to turn the flying of the mails over to business con¬ 
cerns by a procedure of competitive bidding for air-mail contracts. A con¬ 
comitant to this was some form of federal supervision and regulation of 
the interstate commerce of the air. Congress enacted a constructive and 
forward-looking statute in the Air Commerce Act of 1926. In large measure 
it drew its inspiration from recommendations of the Aircraft Board, pre¬ 
sided over by Dwight Morrow, which had been studying the broad prob¬ 
lems of commercial aviation at President CooUdge’s behest. 

By this latter Act there was created within the Department of Commerce 
a Bureau of Aeronautics, under the direction of an Assistant Secretary of 
Commerce for Aeronautics. To this new administrative agency a wide 
range of functions was assigned. Operators were examined and licensed. 
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Equipment was inspected and certificates issued. Accidents were invest! 
gated. Responsibility was assumed for maintenance and improvement o( 
navigational aids and inspection of landing fields. New and accurate ai^ 
route maps were prepared. An increasingly comprehensive weather service 
was maintained. William P. MacCrackcii was named our first Assistant 
Secretary of Commerce for Aeronautics. 

Under the authority of the Kelly Act, Postmaster General Harry S. 
New began to let contracts for air routes in the fall of 1925. While the 
formula of competitive bidding was preserved, requirements of financial 
responsibility and operating experience were imposed so as to avoid hand¬ 
ing out contracts to promoters of little air experience and doubtful re¬ 
sources. Among the few companies to which allocations were made in 1925 
were some later to become important parts of the great transcontinental 
system-Colonial Air Transport, National Air Transport, and Western Air 
Express. By 1926 twelve routes had been let. Names of well-known busi¬ 
ness men and future leaders in aviation began to ajjpear among the officials 
of these companies. In Colonial we find Sherman M. Fairchild, Juan T. 
Trippe, William A. Rockefeller, and Cornelius Vanderbilt Whitney. In 
National Air Transport there were Howard E. Coffin, C. M. Keys, Philip 
Wiigley, Lester Armour, C. F. Kettering, and Jeremiah Milbank. Western 
Air Express was backed by Harry Chandler of the Los Angeles Times, 
Thus as part of the new era inaugurated by the legislation of 1925 and 
1926, sources of large capital became available for the first time to the air 
transport business. 

Perhaps the one whose participation in the growing aircraft industry 
caused the most comment at the time was Hen^ Ford. In 1923 he had been 
induced by his son Edsel to assist in financing William Bushnell Stout, a 
brilliant engineer who had some revolutionary ideas about airship design. 
Stout had original thoughts not only in the field of engineering but in that 
of money raising as well. He had written to a number of capitalists asking 
or funds to cover his experimental work saying: “I should like a thousand 
0 ars—and I can only promise you one thing; you’ll never see it again,” ‘ 
Stout got the money. Shortly afterwards the Fords took over the Stout 
enterprise and began to manufacture one of the great ships of these early 
years-the Ford Tri-Motor all-metal plane. 

From 1927 to 1929 this fledgling industry experienced quite a boom. It 
g®iieral wave of business optimism and stock-market 
activrty. powder train for the aviation boom was fired by a modest, 
unassuming young man who would probably rather have cut off an arm 
anything of an inflationary nature to his beloved flying. 
When Llndber^ set the Spirit of St, Louis down at Le Bourget Airport, 
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just outside of Paris, in May of 1927, the world took him to its heart. The 
great Lindbergh flight was interpreted as signaling the arrival in full glory 
of the new age of aerial transportation. Enthusiasts could already see 
huge air liners streaking across the skies and small foolproof planes 
challenging the automobile in popularity. 

This hectic optimism spread rapidly. Many small aviation projects were 
started with local capital. Then the leaders of the industry began to think 
expansively. In 1928 William E. Boeing and Frederick B. Rentschler 
worked out a consolidation of air lines and manufacturing companies 
to form United Aircraft & Transport Corporation. Its planes flew on the 
pacific Coast and across the country from San Francisco to Chicago. Boe¬ 
ing planes, Pratt & Whitney motors, and Hamilton propellers were manu¬ 
factured. 

C. M. Keys and Richard F. Hoyt formed the Curtiss-Wright Corpora¬ 
tion which acquired numerous small companies. Finally the fever spread 
to Wall Street. Here the public interest in aviation was exploited to form 
large accumulations of capital for investment in the field of aviation. In 
late 1928 Blair & Co., Inc. and associates launched North American Avia¬ 
tion, Inc. by the sale of 2 million of its shares at $15 per share. The follow¬ 
ing March, W. A. Harriman & Co., Inc. and Lehman Brothers sold 2 mil¬ 
lion shares of The Aviation Coiporation at $20 per share to net the com¬ 
pany approximately $35 million. The creation of these two great holding 
companies marked the apex in the boom of aviation promotion. Each was 
shortly to wield immense power in both transportation and manufacturing. 

As a result of this hectic orgy of speculation thousands of investors sub¬ 
sequently lost money. In the stock-market collapse of late 1929-1932 shares 
in many aeroplane companies sold down to small fractions of their former 
prices. Against these losses, in the broad balance and the long run, one 
must weigh the advantages to a new industry in securing geneious sup¬ 
plies of capital which otherwise might not have been available at so early 
a point in its growth. 

Meanwhile air-line operation was increasing, In 1928 there were 31 
operators flying in the aggregate routes of 15,590 miles with some 268 
aircraft in service. An important advantage accrued to the contract mail 
carriers in that year when Congress amended the Kelly Act to reduce air¬ 
mail postage from 10?i per half ounce to 5^ per ounce. The effect of the 
resulting increase in volume of business was to raise government payments 
to the carriers by about 100 percent. 

The situation, however, was far from satisfactory to those whose ambi¬ 
tion it was to build a great new transpoi'tation system. The air-mail con¬ 
tractors were paying little attention to the carrying of passengers. Mail 
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was less trouble and much more profitable. While a good many small 
independent lines, unable to secure air-mail contracts, were strivine 
valiantly to build a passenger business, most of them were losing money 
heavily. Their principal hope was to stick it out on the chance that some 
way or other they would get a mail contract which would enable them 
to drop or minimize the passenger bu.sine.ss. Even among the mail con¬ 
tractors all was not well. Being paid on a pound-mile basis those concerns 
operating over routes with a heavy mail load were making high profits; 
those flying the lean routes were losing money. Competition in bidding for 
postal contracts was getting keener and in some instances resulted in bids 
at ridiculously low figures. 

Thus things stood as the Hoover administration took over in 1929. The 
air-transport system was ripe for better organization. Our people were 
thinking longingly of travel by air. The situation waited upon aggressive 
and knowing leadership. Fortunately this was provided by the man 
Hoover appointed as Postmaster General. Walter Folger Brown of Toledo, 
Ohio, possessed imagination, an innate sense of organization, and a cour¬ 
age rarely seen in public oifice holders. He served his country well; and 
he served the cause of aviation well. In doing so, he ended with a rare 
collection of critics and personal enemies. 

When he assumed ofiBce, Brown set out to attain a thorough understand¬ 
ing of the problems of air transportation. He succeeded so promptly that 
the air-line operators were somewhat taken aback. After a study of the 
broader aspects of these matters, the new Postmaster General in his own 
mind laid down a few basic principles which were to guide his handling 
of air-mail contracts. The country needed an effective system of air trans¬ 
portation. This was required not alone for mail service but for commercial 
and military purposes as well. Such a system could best be secured by 
making the lines commercially successful and able to stand on their own 
feet with little or no government aid. To do this necessitated building up 
the air-passenger business. The existing method of handling the air-mail 
contracts must be revised because it was throttling the growth of passenger 
transportation. 

In pursuance of these aims Brown succeeded in securing the passage 
of the McNary-Watres Act on April 29,1930. Its declared purpose was to 
foster a national system of commercial aviation. To such end it authorized 
an increase in governmental financial aid. This was accomplished by 
changing the basis of compensation under air-mail contracts. The previous 
formula of payments based on the pound-mile of mail carried was dis¬ 
carded in favor of payments for the space-mile irrespective of whether 
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Part Two: A National System- 
Wings in Wartime 


iiiE McNaiy-Wati'es Act was in effect a new char¬ 
ter for commercial aviation. Po.stinastcr General Brown lost no time in 
putting it to work. On May 19, 1930, he convened a meeting of airline 
operators in Washington at which were represented both mail carriers and 
those doing solely a passenger business. 

Brown set forth his ideas and plans in well-defined terms. He thought 
there would be available something like $20 million for payments under 
the air-mail contracts. In view of the many claims for participation, this 
^ sum would not suffice to give contracts to all operators. He must there¬ 
fore allot contracts where they would count most in the public interest. 
This he understood to mean the creation of a national system of air trans¬ 
port as distinguished from an aggregation of local operations, many of 
which represented political log-rolling. 

He announced that he was creating two new east-west trunk lines. One, 
t e middle transcontinental, would run from New York to Los Angeles via 
Pittsburgh, St. Louis, and Kansas City. The other would operate between 
Atlanta and Los Angeles by way of Dallas, Fort Worth, and El Paso. These 
would supplement the existing northern route from New York, through 
hcago, to San Francisco. The Postmaster General requested the major 
operators, both mail and passenger carriers, to confer among themselves 
an submit specific recommendation.*! for consolidation and integration so 
as to get the most out of the air-mail payments in building an effective 
nationa system. He pointed out that the industry must make its plans 
with^a view toward a gradual reduction of governmental aid. 

u j discussion the operators reported to Brown that 

ey had been unable to agree among themselves. They wanted a referee 
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and suggested that if the Postmaster General would decide the issues they 
would abide by his determination. Brown, wholly convinced of the long- 
range soundness of his ideas and unafraid of handling a hot potato, politi¬ 
cally speaking, announced his decision. 

Among other things he proposed that the middle transcontinental route 
should go to a new company to be formed by a merger of Transcontinental 
Air Transport, Western Air Express, and Pittsburgh Aviation Industries 
Corporation. The first-named was known as the “Lindbergh Line” because 
the famous aviator served it in an advisory capacity. It was offering a trans¬ 
continental service, over the proposed route on the basis of plane-by-day, 
train-by-night and losing money on a magnificent scale. Western Air Ex¬ 
press, a really outstanding operation, was flying between Los Angeles, Salt 
Lake City, and Kansas City and making money. The third company, al¬ 
though not yet operating a flying sei-vice, represented important interests 
in the State of Pennsylvania. 

For the southern great cross-country route. Brown stated that his plan 
was that American Airways should be the favored child. In the case of 
both of these new transcontinental lines, the intention was that existing air¬ 
mail operations in the respective territories should be taken over by the 
large new companies. 

These plans, if consummated, would bring in strong business and finan¬ 
cial support. Back of the proposed merger (Transcontinental and Western 
Air) were General Motors and one of the large newly financed holding 
companies—North American Aviation. Behind American Airways, which 
was to get the southern route, was another great holding company—Avia¬ 
tion Corporation. United Aircraft & Transport which, through United Air 
Lines operated the most northerly of the three transcontinental routes, 
was also supported by important financial interests. 

In thus favoring the large operators over the small, there was nothing 
sinister on Brown’s part. It was his firm conviction that we would never 
have an effective nationwide system of air transport if we depended upon 
numerous small companies flying short routes. Most of them lacked the 
capital and management required for expansion. The railroads had found 
at an early date that in this country of great distances through lines were 
necessary for satisfactory public service. Furthermore, the Postmaster Gen¬ 
eral visioned the development of giant transport planes of greatly increased 
air speed. This he knew would take such amounts of capital as only the 
strong companies could provide. Finally he wished to avoid the rapid turn¬ 
over in ownership of small routes. Operators would secure a mail contract 
and within a few years sell out or merge with other concerns. Then they 
would petition for new contracts hoping to repeat the cycle. There was a 



374 


THE EPIC OF AMERICAN INDUSTRY 


disturbing note of speculative adventure in the records of some of 
small companies. 

When the bids were formally opened in August, 1930, all went accord- 
ing to plan for the southern cross-country route. It was awarded to Ameri¬ 
can Airways. Trouble cropped up in connection with the central route 
which under the program was to go to T. & W. A. Here an unexpected 
bidder appeared, offering more favorable tenns. Brown ruled against the 
newcomer, United Avigation, on the ground that it lacked night-flying 
experience and was so much in the promotional stage of organization that 
it could not be considered a responsible bidder. After some confused nego¬ 
tiation T. & W. A. was designated the contract operator for the central 
route. The Postmaster General had succeeded with his plan of establishing 
three great east-west transcontinental air routes to seiYe as the axes on 
which to build the nation’s air transportation system. That it was eminently 
practical is attested by the fact that it still prevails today, although in the 
meanwhile a fourth through route has been added-Northwest Airways 
in the extreme North. The consummation of the Postmaster General’s 
^ans, however, left some scars. It was inevitable that in this cutting up of 
the air-mail contract pie those operators should feel aggrieved whose ex¬ 
pansive hopes had been denied or whose lines had been indicated for 
absorption by the through-route companies. 

Under the new arrangement former progress carried on. In spite of the 
business depression beginning in 1929 growth continued in gratifying pro¬ 
portions, aided considerably by the reduction of postage rates already 
noted which had been granted in 1928. The amount of mail carried in- 
creased from 1,101,414 pounds in 1927 to 7,300,000 pounds in 1933. Most 
encouragi^ was the expansion of passenger business which grew from a 
total of 8,661 passengers carried in 1927 to some 493,141 in 1933. Although 
apepte payments by the Post Oflflce Department had increased materi- 
aUy the amounts disbursed per plane-mile flown fell from $1.10 in 1929 
to 54 cents in 1983. 

This success and a keen competitive spirit between the airlines led to 
important techno ogical advances. As early as 19.32 competent engineers 

aviation industry really needed was a plane 
elliciently designed for passenger transport. Tri-motored Fords and Fok- 
. 'J®'® ungainly, and costly to operate. Then suddenly within the 
signal developments took place. United Air Lines 
n h ^ ^doptioii of th© new Boeing 247. Smarting under the 

nf ^ ° 1* nwve by a competitor, TWA cast about for something new 

IT' Wills Douglas came to TWA with the 

ign 0 a ship which, with its successors, was to revolutionize air trans-, 
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port. The first DC's made their appearance. Cruising speed went up to 
180 miles per hour, passenger comfort was enhanced, and costs of opera¬ 
tion brought down. Shortly improved engine cowling, retractable landing 
gear, the variable pitch propeller, and the use of high-octane gas were 
to add to airplane performance. The industry had progressed into a new 
phase of operating efficiency. 

Commercially and technically, the future of the air transport business 
looked rosy indeed. Unfortunately, however, a storm of hurricane propor¬ 
tions was brewing in another quarter. .This disturbance was engendered 
in the area of the industry's relationship with government. Franklin D. 
Roosevelt and the New Deal had been swept into power in 1932 on a wave 
of popular unrest and resentment against the economic sufferings of the 
previous three years. James Aloysius Farley succeeded Walter Folger 
Brown as Postmaster General. 

The new Administration considered that the people had given it a man¬ 
date of reform. High up on the list for early attention was the air transport 
industry. The principal point of attack was the granting of the air-mail 
contracts in 1930 by Postmaster General Brown. To the New Deal cru¬ 
saders, this looked like the veriest work of the infidel. Republican politi¬ 
cians, Big Business, stock speculation, allegedly secret meetings, avoidance 
of competitive bidding, etc., all added up to a picture which promised the 
best of good hunting. Urged on by the disappointed independent opera¬ 
tors, the zealots of the new Administration were not slow in taking to 
horse. 

The first engagement was the investigation of the air-mail contracts by 
the Black Committee of the Senate. Aided by the Post Office Department, 
Chairman Hugo M. Black was soon making first-page headlines with sen¬ 
sational charges and an examination of witnesses before the Committee. 
He sought to show that there had been collusion in the granting of the air¬ 
mail contracts made by Postmaster General Brown in 1930. On this count 
Senator Black developed little that was not already public knowledge. 
Whether Brown had exceeded the broad authority vested in him by the 
Watres Act was an open question. The most damaging fact was that cer¬ 
tain airline representatives had destroyed or refused to produce corre¬ 
spondence which Senator Black demanded as evidence. 

Early in the year 1934 events had worked up to a climax. On February 8, 
Postmaster General Farley conferred with the President. The next day 
our people were amazed by the news that all domestic air-mail contracts 
had been cancelled and that the Army would carry the mails. Airline oper¬ 
ators were stunned. While they had expected some reforms from the new 
Administration they had not in their wildest imaginings contemplated out- 
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right cancellation of all contracts. Their reaction and that nf ma l 
wildered fellow citizens was that the operators had been condeL^llA 
out a hearing. Typical of this point of view was the telegram addressed to 
the President by Charles A. Lindbergh which read in part as f£,: 

The personal and business lives of American citizens have been built om 
the right to Just trial before conviction. Your order of cancellaUon of all aS 
contracts condemns the largest portion of our commercial aviation wiCt 
Wil. . . . Americans have spent their business lives in building in this counS 
he finest commercial air lines in the world. The United States to-day is farTS 
lead in almost every branch of commercial aviation. In America w have ^om 
mercial aircraft, engines, equipment and airlines superior to those of any oth^r 

rS'i been^brought about through th 


This episode now turned into stark tragedy. The Army flyers after some 
gachce runs started carrying the mail over limited roWs on Febniar^ 
19th. They were unprepared for the work and their Army nlanes 
of mSfnk routes- Weather conditions were abominable^ A series 

tlrdLtt" The"?a7' Army officers went to 

afrl th! A ^ Administration was nonplussed 

toied completely stunned. Night flying was discon- 

Lnt toteFinally the Presi- 

tkenTnd!^r “This action was 

far!y the ® “f^^^ance given me that the Army Air Corps could 

Nev^rth!l!!!^th“ves. . .. 
s^od“‘ On L f i" Army Air Corps must 

Airdrome li Benjamin D. Foulois, Chief of the 

its oneration ^ suspended its air-mail flights in order to reorganize 

country was without an air-mail service. 

nest Thp Administration had got itself into a mare's 

beatiiur nf equipped to do this job. In spite of Senator Black's 

oneratL? Pn"^ charges were drawn against the air-mail 

on March 1 f) now was to find a way out. Accordingly 

L aotied 4g. an about-te 

Paa'raaatar General Farlay prompay 

tS"is ” “"‘'““f ■ aMn. nrail op»ato 

For examnlp a previous positions under slightly changed names. 
For axanipla, Amcaan Airways bacama Amarican AiiUnea. Farlay ah. 
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ruled that some companies must purge the executives who had attended 
meetings with former Postmaster Brown. A few contracts were given to 
new interests. 

Officials of the aviation industry emerged from the maelstrom more con¬ 
fused than enlightened. They had tried to follow the government s wishes 
as indicated by Postmaster General Brown only to find that under a new 
Administration they were condemned for so doing. The sins of wild pro¬ 
motions and hectic speculation on which the New Deal hung much of its 
complaint violated no statutes and were not peculiar to the aviation in¬ 
dustry. Even the alleged arch-devil Brown was given a clean bill of health 
some seven years later when the United States Court of Claims found no 
fraud or collusion in his handling of the air-mail contracts. 

For years thereafter this cancellation of the air-mail contracts continued 
as a famous cause. Wherever flying men met it was condemned in forceful 
terms. Members of the industry and many of our citizens saw in it a tragic 
error in governmental administration. It was regarded as a precipitate,*, 
ill-considered act which with less haste and a higher regard for due 
process of law might well have been avoided. In their opinion the respon¬ 
sibility lay not so much with Farley as with the impetuous extremists of 
the New Deal and the President himself. 

Following the return of the air-mail lines to business interests in 1934, 
the industry went through several years in the horse latitudes of uncer¬ 
tainty. The attitude of government seemed confused. Congress took its 
time and it was not until 1938 that a comprehensive statute was passed. 
In August of that year the Civil Aeronautics Act went into eflfect. It was 
both practical and forward looking. A new charter was given the industry 
under which it would achieve splendid growth and high performance. 
Taken with the amendments of 1939-1940, it is the law which today gov¬ 
erns civilian aviation. 

The industry s plea for an independent agency was recognized. The 
Civil Aeronautics Authority was established, comprising the Civil Aero¬ 
nautics Board (CAB) and the Administrator whose acts are supervised 
by an Assistant Secretary of Commerce. The Administrator takes charge 
of federal airways, navigational facilities, control of air traffic, examina¬ 
tion and rating of pilots and aircraft, etc. The CAB exercises far-reaching 
regulatory and judicial powers, authorized by Congress. Without its per¬ 
mission no lines may be started or abandoned. Through the issuance of 
certificates of convenience and necessity it controls competition. It has 
the power to regulate all tariffs, grant air-mail contracts, and determine 
rates of pay thereunder. In a thoroughgoing and comprehensive way, it 
legalized the principles of control which Postmaster General Brown had 



378 


THE EPIC OF AMERICAN INDUSTRY 


tried so hard to achieve. Last but not least, it relegated to the Hml,„ < 
forgotten causes the issue of competitive bidding. ° 

The idea that passenger transportation v^ould be the salvation of ftp 
industry has thus far been borne out. The number of passengers carrS 
aniiually increased from 493.141 in 1933 to somewhere around 4061000 

payments constituted less than 30 per lient 
of total air. me revenue, and by 1939-1940 the government's income 
from air-mail postage exceeded its payments to the air lines for cariyino 
mail Thus from a practical standpoint the subsidy aspect of the aimail 
contracts was seemingly disappearing. Our air transport system appeared 

about to realize the hope that it would be self-sustaining. 

During the years when we were building this, the world’s greatest sys- 
tern of domestic airlines, we also advanced brilliantly in the f^ign Ml 
Juan nppe and his associates made Pan American Airways Inc. theout- 
s anding enteqjrise in international air transport. Starting in 1927 with a 
U. S. mail contract for the little 90-mile jump from Key West to Havana, 
un !°Tnn non® vigorous pace that the system in 1942added 

fron^ the Unli schedules were maintained 

ica the Caribbean. Mexico. Central Anier- 

China aTI coasts of South America. Hawaii, the Philippines, 

StbLii f’ ‘company’s pioneer iSk in 

sto^^When P systems of transportation is only part of the 

in WSO General Brown and members of the industry, back 

heir ’ r Of a Civil aviation 

be downri^f' ^ were met with some skepticism. A Congress which could 
exneotpH tn “gg“^dly with direct Air Force appropriations could not be 
expected to see much in the air lines from a defense standpoint. 

arlfrnppri could hardly have been made. For it was the rapidly 
aircraf/maniifa°h 'j which helped to sustain a vigorous 

oaX requirements of the transport^om- 

devices nni- powerful motors and better navigational 

ment Simila^^v i" *c forefront of technological develop- 

“ew; anTntj; ™®chinists. production men, ground 

to budd Who * ^ skeleton of experienced personnel from which 

were the w" T "^^7^ know-how. Our commercial planes 

It was well ^‘viation technicians second to none 

solelv from the f 7 7^^ 7' strength in the air was not attained 

skill was reauired w”^'^^ knowledge which we possessed. Still another 
q • We must produce on a scale never before achieved, in 
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amounts to stagger the imagination. The magic of quantity production was 
something we had already learned in our other great industries. 

Thus when President Roosevelt electrified the nation with his Defense 
Message of May 16,1940, and called for a production of 50,000 planes per 
year, his words fell upon good ground. Although the figure was astounding, 
he counted upon the skill and resourcefulness of our manufacturers. Pro¬ 
testing quite humanly that the thing was impossible, tliese men went to 
work. They not only accomplished the miracle; they just about doubled 
it. Production of aircraft went from 5,856 planes in 1939 to 12,871 in 1940 
and to 96,369 in 1944. Even these figures fail miserably to indicate the scale 
of the accomplishment. Perhaps it is better summed up by saying that 
we took the small aircraft manufacturing business of 1939 and so mag¬ 
nified it that for the year 1944 it was the largest single industry in the 
world. 

It was a proud achievement. We out-built and out-produced the best 
that the totalitarian nations could do. As much as any other factor the 
results contributed to the preservation of democratic freedom for hundreds 
of millions of people. That we could so perform was due in great measure 
to the fact that when the war struck we had in civil aviation a vigorous, 
going business. Its strength derived from the practical combination we had 
worked out involving government aid, federal regulation, and free enter¬ 
prise. In its early phase the industry in a commercial sense offered lean 
reward. All the more credit therefore is due to the pioneers who sought to 
find business application for the fiying machine-the ill-assorted pilot 
showmen of 1910-1917; the flying circuses Mowing World War I; and 
thestmggling, meagerly financed little companies which first flew the mail 
and carried passengers. Flaunting death and scorning favor, it was the 
devotion of youth to the cause of aviation which in the end enabled us to 
make of this a great industry, 
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GOVERNMENT AND BUSINESS 

Part One; Seroices, Subsidies, 
and Public Utility Regulation 


T, 

J-HE glowing intimacy between government and the 

economic life has been one of the striking characteristics of the twentieth 
century. Of all the trends of the period none was more pronounced, Over 
an ever-widening .sphere of interest and in literally hundreds of forms, 
public officials undertook new activities for promoting the welfare of the 
citizen or for regulating his business conduct. 

Nor were these things peculiar to America. Tlie tendency toward pater¬ 
nalism in government was worldwide. Men's thoughts turned to stronger 
and more centralized state power. In its most extreme form, we saw this 
movement take complete control of economic life in the totalitarian states 
Russia, Germany, Italy, Japan, and Spain. That we in America were 
a ecte only to a lesser extent was our great good fortune. Nevertheless, 
even here the movement has been of important significance, 

eiving gieatly to accelerate this trend were two world wars and 
an intervening worldwide depression. During hostilities the economies of 
e warring nations became subject to governmental direction. People got 
used to authoritarian controls. Furthermore, World War I and the de- 
pression w ^ch followed in its wake so dislocated the business machinery 
0 e wor that many persons despaired of restoring it. With common 
oTfteir ta-Sles^ everywhere looked to government to get them out 


In fi TT*^* j o growing intimacy between government and the econoi 
Inn ^ °P®’^’^*ed on three different levels of administratioi 

pvhfl ’ ^ ^ ®> ^nd federal—there was a strong upward spiral toward m( 
/ ora activity. Local government was giving way to state, a 
himself ^ became increasingly remote from the citi 2 
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We have, of course, never lived under conditions of completely free 
enterprise, and would hardly wish to do so. We recall that the first colo¬ 
nists in the seventeenth century had been conditioned at home under 
policies of mercantilism, wherein the needs of business had been bent to 
purposes of State. Thereafter in this country we find colonial administra¬ 
tion active in regulatory practices. Burgher rights were invoked to protect 
local merchants. At times wages and prices were controlled, as well as 
weights and measures. In Virginia the shipment of tobacco was subject 
to careful rules as to grading, marking, and packing. The Court in Massa¬ 
chusetts kept a jealous eye on shipbuilding and the golden trade in salt 
cod. Even monopolies were authorized as we note in a proclamation of 
Governor Dongan which decreed that in the colony of New York “noe 
flower be Bolted or Packed nor Breade made for Transportation in Any 
Place whatsoever within this Government Except in the Citty of New- 
Yorke.’’! 

Immediately following the adoption of the Constitution we find the 
federal government participating in various economic affairs. In order to 
stimulate invention and the development of our own industries, the govern¬ 
ment granted limited monopolies in the form of patents, a practice which 
we borrowed from England. Beginning with the first Tariff Act in 1789 
we invoked the principle of protection. Within the next two decades Jef¬ 
ferson employed trade embargoes and nonintercourse as instruments of 
foreign policy. In later years Congress twice organized United States 
Banks which carried on commercial operations. Various states engaged in 
building and managing canals. Both federal and state governments subsi¬ 
dized railroad construction. In the Homestead Act of 1862 we attempted 
to foster agricultural development and western colonization. 

Thus there has never been a time in our history when government was 
not participating with the citizen in his economic fife and business ad¬ 
venture. Prior to the advent of the twentieth century, however, these inter¬ 
ventions had been rare and usually restrained. Theretofore, the citizen, 
being closer to the operations of government, correctly sensed that a pro¬ 
portionate measure of individual liberty was sacrificed for each step that 
the government took into the economic area. Also he feared a growing 
tax burden and the rigidities and ineptitudes of bureaucracy. He realized 
that the degree of intervention was all important. While we admitted 
on occasion the legitimacy of monopoly, subsidy, and regulation, we rec¬ 
ognized that their application must remain subordinate to other principles. 
Our philosophy of government conceived that the thing of paramount 
value was the freedom of the individual citizen in his economic as well as 
in his social and spiritual life. The state was the servant and not the mas- 
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ter. Spiritual, political, and economic freedom were recognized as b 
separable. 

In spite of this traditional aver.sion to the extension of governmental 
functions, its pace became rapid during the twentieth century, especigllv 
after World War 1. In the case of the federal government, some idea of 
the over-all growth of these activities may be had by noting figures of 
expenditures. In 1900 the total federal budget was $510 million, most 
of which went for defense, pensions, and interest. By 1916 the figure had 
reached only $697 million. Then in the next twenty years things really 
began to happen. By 1936 federal expenditures had grown to over $9 bil¬ 
lion a year-an increase of over 1100 per cent. In the same period 1916 
to 1936, the aggregate of federal, state, and local expenses of government 
grew from $3.28 billion to $16.36 billion, a gain of about 400 per cent. 
The trend from state and local activities toward federal, and the increas¬ 
ing remoteness of the taxpayer from those who spend, may be seen in 
the fact that in 1916 federal expenditures accounted for only about 20 
per cent of the total, while in 1936 they took well over 50 per cent. 

Another measure of the broadened area of governmental activities may 
be had from noting the various insti-umentalities which have been set 
up by the federal government for lending money to its citizens. In the yean 
just prior to World War II there were twelve such principal agencies, all 
ot which had received their lending powers since 1916. Banks, railroads, 
and business concerns might secure loans from the Reconstruction Finance 
orporation. The merchant or manufacturer, unable to secure working 
capital advances through ordinary banking channels, might under pre¬ 
scribed limitations go to Federal Reserve Banks. The city or country home- 
owner could receive aid from the Home Owners Loan Corporation. Mer- 
c an s 111 oreign trade looked to the Export-Import Bank for assistance 
m financing certain classes of business. But it was on the fanner that the 
sun 0 e era benevolence really shone and whose pressure lobbies had 
succee most magnificently. In one form or another he was helped 
f-ft w ommodity Credit Corporation, Rural Electrification Administra- 
bon, Farm Credit Administration, Federal Farm Mortgage Corporation. 
Federal Intermediate Credit Banks, Banks for Co-operatives, Farm Secu¬ 
rity Administration, and Federal Land Banks. 

regular employees of federal, state, and 
ntli h&d reached 4,223,000. In addition there were many 

“come payments from government in the form 
piilhirai j security disbursements, unemployment relief, agri- 

the ye.™ of the p 

e a su stanbal pottion of the total population. It has been estl- 
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mated that for the period 1933 to 1939 inclusive, relief or employment 
on work projects was extended on the yearly average to over 6 million 
households which included a total of some 20 million persons.* 

Few people realized what a significant change was taking place by rea¬ 
son of these increased activities of government. Looked at from one aspect, 
by 1938 over 20 per cent of the income of our people had been socialized. 
In that year federal, state, and local administrations took such a propor¬ 
tion of the national income, to be expended by public authorities. By 1947, 
due in some measure to high defense appropriations the proportion was 
at least 25 per cent. 

One cannot witness these developments without concern. The detri¬ 
mental effect on the economy of this increase of the tax burden is not 
always apparent. But the greater the government “take" from the national 
income, the less there remains for the expansion of private productive 
facilities, increase of which in the past has been the means by which we 
improved our Standard of living. It can well be imagined that in pro¬ 
gressively increasing taxation there is a critical point after reaching which 
business development would be so retarded that pressure for continued 
socialization would become irresistible. 

This growing participation by government in the daily lives of our 
people falls into two general categories. First are those activities concerned 
with providing services to advance the health, education, welfare, and 
convenience of our citizens. This field includes the maintenance of such 
things as roads, bridges, educational institutions, hospitals, parks, and play¬ 
grounds, as well as unemployment relief and social security. 

In the second class are those instances where government, acting in an 
auxiliary capacity, has sought to assist or stabilize economic affairs by 
the promotion of specific industries or by regulatory fuiictions directed 
toward the common good. Examples of such interventions are ship subsi¬ 
dies, air-mail contracts, public utility franchises, and the protective tariff, 
as well as railroad, motor carrier, and public utility regulation. 

In the first category, that of providing services, the pace of develop¬ 
ments during the last forty-odd years has been rapid. The principal areas 
of activity have been education, welfare, hospitalization, and, very strik-, 
ing in rate of growth, highway improvement, This latter activity has been 
carried on largely by the states. In the twenty-four years from 1919 to 
1942 highway expenditures grew almost tenfold—from $99 million to 
$959 million. The extent of the advance may also be measured by the fact 
that whereas in 1904 out of 2,151,000 miles of rural roads only 153,530, or 
about 7 per cent, were surfaced. By 1942 we had upwards of 1,400,000 
miles of surfaced highways, or almost 50 per cent of the 3 million mile 
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total. In the years after World War I, we find the federal government par 
ticipating. Substantial grants-in-aid to the states for highway work 
came a growing practice. 

Similarly educational facilities have been expanded. State expenditures 
for these purposes grew from $61 million in 1902 to $952 million in 1942 
In consequence our advances were remarkable both in genera] education 
and specialized training. In 1900, for example, only one out of every fifteen 
of our people between the ages of 14 and 17 attended high school. By 
1934 the ratio had increased to as high as two out of every three. Only 
one out of every twenty-five attended college in 1900, while in 1936 one 
out of eight was so privileged. Meanwhile vocational and technical train¬ 
ing had become standard facilities available to the public generally in 
all sizable communities. We have thus added greatly to the means whereby 
our youth may fit itself for any of the manifold careers of the modem 
age and be enabled to make a contribution to the advance of society. 

^ An idea of the growth which has taken place in municipal activities 
since 1900 may be had by noting .some of the services inaugurated by 
a typical, large American city: 

1902 Medical inspection of school 1917 Recreation camps 

1920 Medical college 

1905 Evening high schools 1922 Maternity hospital 

1906 Tuberculosis hospitals 1922 Golf courses 

1908 Public health nurses 1925 General college 

1910 Classes for defective speech. 1925 Symphony concerts 

cripples and mental defectives 1927 Law college 

1914 Old age support 1928 Cancer clinic 

1915 Pasteur institute 

Few people will rise to criticize these added functions. Excellent social 
pui poses were served by all of them. We have experienced a marked 
advance in our sense of social responsibility. A rising standard of living 
bi ought ideas of better service and the means of paying for it. Health, 

welfare, and educational activities of our cities and states increased enor- 
-mously. 

It is only by recognizing this broad trend that we can understand the 
entrance of the federal government into the field of local relief. The 

economic distress of the depression of the 

s. onditions of unemployment during those years were so serious 
an wic espread that extraordinary measures were called for. Accordingly, 
t e immense riches of federal taxing powers were drawn upon to afford 
irect re ief, work relief, unemployment^insurance, and old age insurance. 
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Thereafter the federal government would concern itself with critical social 
problems which formerly had been handled solely on the local and state 
levels. This was not unnatural. Improved communications were drawing 
our people together to constitute the nation as an integrated community. 

Also involved in the broad extension of governmental activity was a 
gradual expansion into areas of service formerly canied on by private 
enterprise. On the level of local administration, we find many communi¬ 
ties either establishing or taking over water supply systems. Others under¬ 
took the production of electric power as well as the operation of trans¬ 
portation facilities, docks, wharfs, cemeteries, and even radio stations. 

Outstanding in this area was the acquisition by New York City of its 
subways and elevated railroads. From the standpoint of passengers car¬ 
ried, this made that municipality one of the leading operators of trans¬ 
portation facilities in the world. Of equal interest was the creation of the 
Port of New York Authority by joint action of the States of New Jersey 
and New York. This agency has built, financed, and is now managing 
tunnels, bridges, and office buildings. It will shortly finance and operate 
a huge new airport. 

Some of these public sei-vice developments are of such a nature that 
construction and operation by private enterprise would be definitely in¬ 
advisable or even impractical. On the other hand, controversial issues were 
raised by government’s entrance into the public utility field of supplying 
electric light and power. On the level of local government this was not 
new. From the very outset of the electrical industrv certain municipalities 
financed and operated their own lighting plants. Except in a few cases 
these were usually small, community installations. Up until the advent 
of the New Deal, the movement did not keep pace with the growth of 
companies financed and operated under the profit motive system. The 
latter, of course, possessed greater flexibility from the standpoint of 
merger, integration and development into regional systems as science 
fostered large-scale operation. 

In the I930’s, however, a change occurred. One of the most aggressive 
New Deal policies was an attack on public utility holding companies. 
This undoubtedly fostered in some quarters an attitude favorable to gov¬ 
ernment ownenship of operating companies. Concurrently in its campJiign 
for depression relief the federal govemment, through the Public Works 
Administration, advanced large sums of money to finance construction 
of local electric projects. 

No particular excitement was caused by these developments on the 
municipal level. The real fireworks were set off on the federal plateau. 
The launching of the Tennessee Valley Authority, or TVA, probably has 
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caused more heated controversy than all other adventures of government 
in the electric power field put together. 

While clothed with the appearance of reclamation purposes, TVA was 
in reality an extensive experiment by the federal goveniment in the social 
field. The ideas of flood control, improvements in navigation, and so on 
soon became subordinate to more far-reacliing concepts. The principal 
goal was to raise the standard of living of submarginal communities by 
making electric energy and electrical equipment widely available at low 
cost. Concurrently, it was expected that the results would provide a yard¬ 
stick for measuring the fairness of public utility rates charged by privately 
operated companies in other sections. This program was in effect a sociali¬ 
zation of the public utility industry over a large area. 

No attempt will be made here to appraise the TVA experiment or the 
power projects on the Columbia and Missouri Rivers. The time is yet 
early. The issues are bi'oad and far-reaching. Many persons believe that if 
given opportunity privately operated companies under public regulation 
could do an even better job* spurred on as they are by individual initiative 
and that powerful incentive-the profit motive. Ordinaiy utility companies 
which pay the substantial taxes not assessed against these public authori¬ 
ties dispute the latter s claim to lower costs for generating and distributing 
power. That this differential is important may be judged from the fact 
that in 1945 electric utilities alone paid over $650 million in taxes which 
amounted to approximately 20 per cent of the revenue received from the 
sale of power to ultimate consumers. 

The second broad category of governmental activities is that in which 
the State intervenes in business affairs to impose regulation or to foster 
development through the granting of particular fonns of aid. Free enter¬ 
prise carries on, but subject to varying degrees of governmental planning, 
control, or subsidy. 

The most venerable system of federal intervention is the protective 
tariff. It has been with us for over 150 years, since our birth as a free and 
independent nation. In fact it has become so integral a part of American 
business life that we have lost sight of some of its characteristics. By its 
operation, various industries and fields of agriculture have been particu¬ 
larly favored as compared to others in the economy. Nevertheless for 
many years the tariff served in building up our manufacturing and in up¬ 
holding the scale of living of American workmen. 

Governmental intervention to regulate our business life has, of course, 
not been limited to the activities of the federal government. One phase 
involving the exercise of state power is second to none in importance, This 
is public utility regulation. For all practical purposes, it started in 1907 
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when Wisconsin and New York enacted legislation since recognized as 
opening new horizons in the relationship between government and busi- 
ness. 

By its very nature the public utility company constitutes a wide-open 
invitation to public regulation. It derives its economic position through 
a grant from the state of either partially or totally exclusive privileges of 
public service. It generally makes use of highways and is often gi-anted 
the right of eminent domain. In one degree ov another it assumes aspects 
of licensed monopoly. A correlative of monopoly under a democratic sys¬ 
tem of government is some form of regulation. 

The Wisconsin Public Utility Law of 1907 has frequently been referred 
to as the prototype which other states followed in setting up their regu¬ 
lator bodies. For those days this statute was revolutionary. The Wis¬ 
consin Railroad Commission was given jurisdiction over common carriers, 
water, gas, telephone, and electric light and power companies. Companies 
in tliese fields must file rate schedules and the Commission, after hearings, 
had the power to order changes and modifications, in rates. Complemen¬ 
tary thereto was the authority to impose uniform systems of accounting 
and the right to determine property valuation. The movement spread 
quickly. By 1917 half the states had established such commissions and 
by 1930 all of the states except Delaware had done so. 

Now with some forty years’ experience in this field, the question may 
legitimately be asked, how well have these state commissions done? Re¬ 
markably well, when everything is considered. This is not, however, by 
way of saying that they have been free from mistakes of policy and from 
administrative weaknesses. They suffer from disabilities which are inher¬ 
ent in governmental activity. Their procedures are often cumbersome and 
time-consuming. Regulations and orders have frequently been overly rigid 
and slow to reflect changing conditions. Mistakes have been made both 
in invoking too much authority and in employing too little. Because of 
limited appropriations they have at times failed to bring to important 
regulatory problems men adequately equipped to handle them. 

But by and large consumers have been well satisfied with the quality 
of service and rates charged by the utility companies which have been thus 
regulated. Standards of service have been maintained on a level to chal¬ 
lenge the world. 

It should be noted, however, that state commissions do not have the final 
'word in determining rates. Under the Constitution a reviewing authority 
exists in the courts. The Fourteenth Amendment provides, in part, that the 
states may not enact laws which deprive persons of property without due 
process of law. As a result the United States Supreme Court is the ultimate 
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arbiter. That tribunal in 1898, on a question of railroad rates, established 
a yardstick to which subsequent rate decisions have been related In 
Smyth V. Ames the court stated, "the basis of all calculations as to the 
reasonableness of rates . . . must be the fair value of the property being 
used. . . . What the company is entitled to ask is a fair return upon the 
value of that which it employs for the public convenience.”" Rates which 
denied such return were confiscatory. 

The rule in its simplest terms is easy to state but its application has 
been diflScult. To determine "fair value” and “fair return” in particular 
cases has caused unending litigation and controversy. One of the great 
legal battles of our time has been waged by partisans of three different 
methods of valuation-original cost, reproduction value, and the prudent 
investment formula. 

Although over-all rate adjudication is involved and cumbersome, the 
net result of state regulation to the economy has been favorable. Speaking 
broadly,^ both commissions and the courts have wisely permitted the utility 
companies to charge rates which ensured an adequate earning power when 
measured by practical standnrd.s. As a direct consequence the industry as 
a whole has attracted a steady and abundant flow of new private capital. 

This has meant that technological advances could be quickly applied 
through new and more efficient equipment. Capital investment has gone 
up and costs have gone down. For each workman in the electric light and 
power industry, by 1947 some $50,000 of capital had been invested. As a 
result productivity per worker grew as new money provided improved 
generating machinery and distribution facilities. This made it possible to 
raise wages and at the same time reduce the price to the consumer. The 
cost of electric power in domestic and residential service has gone down 
from approximately 7^ per K.W.H. in 1926 to 3,22?! per K.W.H. at the end 
of 1946.^ The per customer annual consumption of electrical energy in 
residential use has increased over 200 per cent in that same period. We 

aye thus experienced an enoimous increase in this phase of our standard 
of living. ^ 

^ challenging record. Basically, it was made possible by the 
sp ®>^did accomplishments of our engineers in providing an expanding 
tec no ogy. But without forward-looking management and heavy invest¬ 
ment of private capital this would have gone for naught. Finally, state 
regu aton in the utility field must be accorded due credit. Its administra- 

ors an the courts gave the profit system sufficient scope in which to 
futu°™ This record constitutes a hopeful augury for the 
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Part Two: Regulation of Interstate Carriers 


Even before the states had embarked on the regula¬ 
tion of our public utilities, the federal government had undertaken broad 
responsibilities in this field. In 1887, under the authority of the commerce 
clause in the Constitution, Congress passed “An Act to Regulate Com¬ 
merce.” This law created the Interstate Commerce Commission and 
charged it with responsibility for regulating the railroads. We thus have 
a sixty-year record with which to measure the success of federal regula¬ 
tion of an important industry. 

As the story unfolds, it discloses what many believe to be an inexorable 
law of such activities. Once a beginning is made, encroachment on the 
functions of private management continues at an accelerated rate. How 
much this tendency may have been justified or necessitated by the particu¬ 
larly complex problems of the railroads, it is difiicult to say. Nevertheless 
the record remains. Starting in 1887 with shadowy powers, the Interstate 
Commerce Commission is vested today with authority to make important 
decisions which ordinarily give private management its character and by 
which its quality is determined. Government not only calls the tunes but 
plays first fiddle. 

In observing the nature and appraising the success of this effort at 
federal regulation, it is important to note that the Interstate Commerce 
Commission has been the particular creature of Congress. It was estab¬ 
lished as an agency by that body and since 1889 has reported directly 
thereto. Hence the sensitivity of Congress to changing public opinion is 
reflected in the record of the Commission. 

Another fundamental difficulty has been that age-old dilemma of gov¬ 
ernment: how to achieve a practical compromise between tendencies 
toward monopoly and conditions of wide-open competition. From its in- 
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ception the Interstate Commerce Commission has worked under Congres¬ 
sional directives which sought to secure adequate railroad service at low 
cost by promoting active competition between the carriers. 

In its early days the Commission carried the flag of the shippers, par¬ 
ticularly of small agriculturalists whose activities had largely been respon¬ 
sible for its establishment. As a result, all forms of cooperation between 
the railroads were discouraged. Competition became so keen as to amount 
to Industrial warfare. "A wide variety of devices were used by individual 
carriers in the competitive struggle to attract traflic to their own lines, 
and out of this situation there developed the inevitable wastes of cross- 
hauling, circuitous routing, and uncoordinated terminal operations.”' We 
gradually came to see the inefliciency of such a program. More recently, 
especially since 1920, congressional policies have changed. While still 
predicated upon principles of competition, effort has been directed toward 
mitigating their ill effects. Government has even gone so far as to promote 
some consolidations and pooling agreements. 

The issue which brought the I.C.C. into being was the belief of many 
shippers, particularly those in agricultural areas, that the railroads were 
discriminating unfairly between individual shippers, different commodi¬ 
ties, and between shipping territories. To remedy this condition, the Act 
of 1887 laid down for the guidance of the I.C.C. certain broad rules. 
Rates must be reasonable. Unjust discrimination was prohibited. Undue 
preference must not be granted, Further, the roads must not discriminate 
in favor of the long-haul as against the short-haul. To carry out the theory 
of enforced competition, the railroads must discontinue pooling agree¬ 
ments by which trafBc revenues in certain areas were lumped together 
and divided on a fixed basis between competing carriers. 

The enforcement authority of the I.C.C. in the period down to 1906- 
1910 was indirect. It reflected the traditional thinking of our people against 
governmental controls. The Commission was supposed to act as auxiliary 
to the courts in procuring for individual shippers the fair and equitable 
treatment prescribed in the statute. It could investigate, publicize, and 
provide complainants with evidence to be used in a court proceeding 
seeking redress for losses sustained. But when the Commission attempted 
an experiment in the realm of rate fixing, the United States Supreme Court 
denied the power in explicit terms.® 

Although these years witnessed a gradual decline in the over-all level 
0 rates and more than a doubling in amount of business handled, 

the public and Congress were not satisfied. It was decided to give the 
- . . more power and to extend its jurisdiction. Accordingly the Hep- 
bum Act was passed in 1906 and the Mann-Elkins Act in 1910. 
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By virtue of these laws the Commission was granted authority, upon 
complaint, to fix maximum rates and under certain conditions to decree 
suspension of changes in rate schedules pending investigation. The Com¬ 
mission’s orders were made more authoritative and effective penalties 
prescribed for violations. Special emphasis was laid on eradicating rate 
discriminations in favor of the long-haul as against the short-haul. By 
the Hepburn Act, the I.C.C. was given jurisdiction over private car lines, 
pipe lines, express companies, and sleeping-car companies. Under the 
Mann-Elkins Act, telephone, telegraph, and cable services were also made 
subject to I.C.C. control. 

Government thus moved into an entirely new area as far as federal 
regulation was concerned. Congress had changed from a negative, indirect 
approach to one that was vigorously affirmative. The idea of relying upon 
the traditional method of legal action for damages sustained was in a 
substantial degree abandoned in favor of placing directive power in the 
tiands of an agcncy of Congress with the thought of forestalling such 
damages. However, still in the background was the philosophy of legis¬ 
latively imposed competition. 

The initial test of this increased regulative authority occurred between 
1910 and the outbreak of World War I. It yielded conflicting results. The 
roads encountered rising operating expenses and endeavored with little 
success to secure compensating rate increases. Shippers benefited from 
relatively stable railroad freight charges during an era of rising prices. The 
carriers on the other hand suffered. Unable to get adequate rate advances, 
they were at the same time denied the opportunity of reducing costs by co¬ 
operative efforts and consolidations. Competition became cut-throat. 
When World War I broke out, the railroads were poor financially and 
their equipment was far from being in topnotch condition. 

Our entrance into the war precipitated problems with which neither 
the I.C.C. nor the roads were able to cope. The emergency required that 
the roads be operated as an integrated national system. This was easier 
said than done. It was difficult for the carriers, schooled in conditions 
of legislated competition, to put aside competitive advantages built up 
through years of battling in order to cooperate with erstwhile opponents. 
Nevertheless the roads faced this issue with patriotic spirit and voluntarily 
organized the Railroads’ War Board to promote unified operation. The 
I.C.C, was given power to control the use of cars in furtherance of the 
war effort. 

Whether this arrangement might have worked is difficult to say. A con¬ 
currence of other factors produced a situation of acute crisis. In the first 
place a strange anomaly had developed. Although a pooling of facilities 
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solidation of lines. Finally that original sin, the pooling agreement, was 
legalized under I.C.C. super-vision. 

To the railroads and their investors this looked like the dawn of a day 
in June. Because of the statutory declaration of the right to a specified 
return on capital, they believed that henceforth the rate levels would 
be such as to ensure adequate earnings. As a result there was for a time 
a liberal flow of new capital into the business. Furthermore, by reason of 
the war experience of unified operations, many economies and improve¬ 
ments were instituted. But in spite of the rosy outlook, the honeymoon was 
of short duration. Rates slowly declined from 1921 to the years of World 
War II. To complicate further the carriers’ problems. Congress had em¬ 
barked upon new adventures. 

Beginning in 1916, the federal government had been granting large 
and increasing sums to the states for highway improvement. Similarly 
federal aid was given for the promotion of inland waterway and air trans¬ 
port facilities. Commendable as these purposes were, they seem to have 
been adopted without regard to the over-all traffic needs of the country. 
The situation was somewhat anomalous because Congress, through its 
agent the I.C.C., was bearing clown on railroads while in effect partially 
subsidizing other forms of transportation. The growing competition of - 
motor trucks was particularly damaging to the railroads and was not taken 
under federal regulation until 1935. 

The fundamental trouble, however, was confusion of purpose and in¬ 
ertia of administration on the part of government. In the first place, there 
still lingered the old philosophy of enforced competition between the 
railroads despite the fact that so many of their policies were now being 
determined by public direction rather than by private management. 

Then there was the difficulty of arriving at a valuation of carrier prop¬ 
erties upon which to calculate a fair return. The roads naturally strove 
to secure as high a valuation as possible and had the right to take their 
differences to court. Protracted litigation resulted, marked by wide dif¬ 
ferences of opinion between the I.C.C. and the courts. The peak of this 
controversy was reached in 1929 when the Supreme Court upset long 
years of I.C.C. valuation studies for failure to take properly into account 
the cost of reproduction." 

Thus from declining rates and the impact of new competition, railroad 
earnings suffered badly. Only on two occasions, and these in years of 
ample prosperity, did the railroads succeed in earning the statutory return 
of 53i per cent per annum on fair value. Stemming from this paucity of 
profits was a growing lack of interest on the part of private capital, espe- 
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cially that of the risk-taking type. Neither men nor money seek a starva¬ 
tion diet. 

It took the depression which started in 1929 to bring to light the essen- 
tial weakness in the policies by which Congress and the I.C.C. had been 
guided. When the impact of hard times struck, the carriers were indeed 
vulnerable. Few roads had been able to build a surplus looking toward a 
rainy day. Their liquid resources were scanty and after a year or so of 
abnormally low revenues, they were in desperate straits. “In 1932 roads 
controlling nearly three-quarters of the mileage of the country failed to 
earn their fixed charges and were saved from bankmptcy only by the 
lenience of their creditors or by loans, mostly advanced by the govern¬ 
ment.” * 

Whatever viewpoint one may take about government intervention in 
business there is one point which must be conceded by friend and foe 
alike—when its wards get into trouble, emergency help is usually prompt 
and liberal. How much this factor contributes to sound long-term man¬ 
agement is another question, 

In any case, during the great depression the federal government, 
through the Reconstruction Finance Corporation, advanced large sums 
to the railroads. In addition the Emergency Transportation Act of 1933 
was passed. It created a Coordinator of Transportation who was expected 
to promote operating economies, advance financial reorganizations, im¬ 
prove service, and foster consolidation. He was supposed to be the father 
confessor, benevolent despot, and czar of the railroads. Congress, however, 
had drawn the magic from his scepter by a provision In the law that none 
of his moves should result in a reduction in the number of railroad 
employees. 

It is not surprising that the Coordinator in his study of the over-all 
transportation needs of the country came to the conclusion that our regu¬ 
lating policies lacked unity of purpose. Accordingly Congress passed the 
Motor Carrier Act of 1935 which placed over-the-highway common car¬ 
rier transportation under the jurisdiction of the I.C.C. Thus one agency 
of government was made responsible for coordinating and regulating the 
two leading forms of overland traffic. 

This decade of the 1930’s was one of prolonged and discouraging strug¬ 
gle for the carriers. Weekly car loadings, which in the late twenties aver¬ 
aged almost 1 million cars per week, fell to around 600,000. Similarly, 
passenger revenue dropped from upwards of $I billion per year (1920- 
1926) to below $400 million for the years 1932 to 1935. During four years 
of depression operation, Class I railroads showed an aggregate deficit in 
net income. 
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As a result, the roads were unable to maintain equipment in an efficient 
dition by'the retirement of old and the purchase of new locomotives 
'nd cars. V^ereas in the ten years preceding 1929, locomotives built for 
domestic use ran anywhere from 600 to 3500 per year, for the ten years 
°d‘ne in 1940 the yearly average was only about 230. Similarly the 
^reduction of new freight cars dropped from above 80,000 to as low as 

2103 in 1933. f j x i. 

This of course meant that the railroads were forced to live on a starva¬ 
tion diet as far as equipment was concerned. They were slowly eating 
away the capital built up in previous years, with no compensating re- 
jenUment. At the outbreak of World War II some 68 per cent of loco¬ 
motives owned by Classs 1 railroads were at least twenty years old. About 
40 per cent of our freight cars were of the same vintage. 

One of our surprising achievements in World War II was that railroad 
management, handicapped by inadequate, partially obsolete equipment, 
was able to move the huge numbers of men and quantities of goods 
required to attain victory. Noteworthy also was the fact that, as distin¬ 
guished from World War I, it was not necessary for government to take 
over the carriers in order to secure integrated operation. The roads worked 
in harmony and supplied the nation with an efficient system of war trans¬ 
port. . . . . 

In reviewing this summary of railroad regulation since its inception in 

1887, certain facts stand out. Many of the basic purposes of federal regu¬ 
lation have been achieved. Both in peace and in war, the railroads have 
given the country adequate railroad service. Over the years Service and 
facilities have improved. High standards of safety have been maintained. 
On the other hand, especially for the period from 1920 down to World 
War II, the railroads were unable to sustain themselves in a condition 
of financial strength. 

The record shows strikingly one truth which we must learn if we are 
to make public regulation successful. Attenuated earnings do not suffice to 
keep an industry strong and vigorous. Profits must be liberal 
to attract risk capital. State regulation of the utilities has been conducts 
on such a basis. With the railroads, however. Congress and the I.C.C. 
pursued policies which were both parsimonious and short-sighted, 

The history of railroad regulation illustrates another difficulty of gov¬ 
ernmental regulation. Both Congress and the LC,C. were constantly 
pressure by organized groups of shippers demanding reduced rates, or 
example, it was usually easy to generate sympathy in Washington or 
granting rate concessions to the farmer. In such cases it is obvious t at 
members of Congress, try as they might, would find it hard to maintain 
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an objective viewpoint. There were a lot of votes on the side against the 
railroads. 

Important also to note is the gradual accumulation of power by the 
I.C.C. and its deep penetration into the field of free enterprise. “The con¬ 
cept of public matiagerial supervision has been gradually substituted 
for the original concept of public regulation which consisted mainly in 
the attempt to maintain competition and to control discriminatory prac¬ 
tices.”* 

Perhaps this extension of authority could not have been avoided. Cer¬ 
tainly as Congress changed from principles of enforced competition to 
those involving cooperation between the roads and eventually consolida¬ 
tions, there was justification for increasing the degree of regulation. The 
question is whether we have not gone too far in taking responsibilities 
from private management, 

While the railroads were being treated as erring step-children by a 
cold-eyed Congress, another form of transportation was faring better. 
The fledgling air lines were being fattened up. Except for the disruptive 
experience when the air-mail contracts were canceled by President Roose¬ 
velt, down to World War 11 government intervention in this field was 
marked both by foresight and understanding. Had it not been for the 
assistance given by the Post Ofiice Department and the Department of 
Commerce, the development of commercial aviation in the United States 
would have been greatly retarded. Since 1946, however, government 
policies as to the air lines have shown serious confusion. 

Federal rfegulatory control was not confined to the railroads and air 
lines. Our telephone, telegraph, and cable companies were put under the 
Interstate Commerce Commission in 1910. Federal control of radio was 
formalized in 1927. Eight years later the Federal Communications Com¬ 
mission assumed jurisdiction over cable, telegraph, telephone, and radio 
companies. In 1920 the Federal Power Commission was given authority 
over the generation of power on streams which are subject to federal con¬ 
trol, In 1935 and 1938, respectively, federal regulation was extended to 
interstate movement, at wholesale, of electrical energy and natural gas. 
These interventions were to be expected. So far they indicated a growing 
but not a disturbing tendency toward federal paternalism. 
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Part Three: Economic Planning 
and Social Objectives 


W have followed the record as the federal gov¬ 
ernment undertook regulation of carriers engaged in Interstate commerce. 
It was but one area of activity. Others were opened as both the legislative 
and executive branches extended their authority over our economic affairs. 

Such a concentration of power in the national capital had not been fore¬ 
seen by the Founding Fathers. Hence one of the pressing problems of 
government during the twentieth century has been to find constitutional 
grounds for new administrative responsibilities. This was not easy. While 
our great charter has been distinguished for its flexibility, it was now at 
times to be stretched to the critical point as both Congress and the Execu¬ 
tive greatly extended their activities. 

Authority was sought largely through the * commerce clause of the 

Constitution. This provides that: "The Congress shall have power ... To 

regulate commerce with foreign nations, and among the several States, and 
with the Indian tribes. . . ." Just a bare handful of wordsl But from these 
phrases was to be derived, through constantly changing interpretations, 
that vast aggregation of federal power which today permits the govern¬ 
ment to intervene in so many phases of our economic life. 

The power to regulate interstate commerce thus vested in Congress 
was not comprehensively invoked, except in the case of the railroads, 
until the age of industrialization was well advanced. Then in 1890 Con¬ 
gress passed the Sherman Anti-Trust Act. This statute, stemming from 
the commerce clause but deriving also from the common law, declared 
in effect that contracts, combinations, or conspiracies in restraint of com¬ 
merce between the states or with foreign nations were illegal. 

Responsibility for enforcement rested, of course, with the executive 
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branch. For some years there was a disarming quiet. Then suddenly 
the Sherman Law was brought to life in a sensational manner. President 
Theodore Roosevelt inaugurated his famous “trust-busting*' campaim 
early in his administration (1901-1909). 

Alarmed by the growing size and increasing concentration of power of 
some of our large business concerns, Roosevelt determined that the time 
had come for government to apply effective restraints. He had unerrin^y 
sensed that on this score public opinion could be quickly aroused. With 
his customary vigor the Rough-Rider President threw himself into an 
aggressive attack on certain large business combinations, some of which 
were undoubtedly vulnerable, This was graphically described at the time 
as the wielding of the Big Stick. In the following administration Presi¬ 
dent William Howard Taft with less fanfare but with firm purpose carried 
the campaign forward. 

The success attained was moderate. It was somewhat disappointing to 
the more ardent crusaders for reform. Accumulation of evidence was 
time-consuming and the prosecution of cases involved many complexities. 
Nevertheless by 1911 decrees of dissolution had been issued against sev¬ 
eral large combinations, notably those in oil and tobacco. 

Tlie fundamental trouble was that new paths in law were being traced. 
The courts ran into two basic difficulties. Just what constituted interstate 
commerce? Secondly, how could the application of the Act be reconciled 
with that forceful and obvious economic trend of the new century—the 
concentration of business into large units? Big companies operated in 
many instances to reduce the price of goods and thus raise our standard 
of living. Between this tendency toward mass production and distribu¬ 
tion and the Sherman Anti-Trust Law there was obviously a conflict of 
philosophy. The courts tried hard to reconcile it. 

One significant attempt at compromise was made when the Supreme 
Court evolved what was called the “rule of reason.” In effect this meant 
that combinations in restraint of interstate trade which would have been 
reasonable under the common law were not prohibited by the Sherman 
Act. 

Similarly in legislation Congress found itself steering a course of con¬ 
flicting purpose, The Clayton Act in 1914 declared that certain acts of large 
companies constituted unfair competition and were unlawful. On the 
other hand an attempt was made to remove certain groups from the opera¬ 
tion of the statutes. In somewhat indefinite terms, nonstock, nonprofit 
organizations of farmers and laborers were declared exempt. This was 
hailed as a great victory for organized labor. 

In later years pooling agreements among railroads and between ship- 
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■ a lines were permitted under the supervision of the Interstate Corn¬ 
ice Commission and the Shipping Board respectively. The Webb 
Emort Combination Act allowed business concerns to combine as regards 
tbdr export operations. In domestic trade, the Miller-Tydings Act per- , 
itted price maintenance agreements in the sale of branded goods at 
retail On the other hand the Robinson-Patman Act of 1936 went after big 
merchandising organizations although the law was couched in general 
terms. It was made unlawful to discriminate in price between one indi¬ 
vidual and another or between different localities. 

Added to these problems of reconciling the theory behind our anti-trust 
statutes with the evolution of modern business there were others involved 
in the broadening aspect of paternalism and the growing tendency of the 
federal government to pursue social objectives. 

Such matters began to press for attention shortly after the turn of the 
century. About the time that Theodore Roosevelt started his "trust-bust¬ 
ing” campaign, the Supreme Court opened the door to new concepts of 
congressional power. The decision in Champion v. Ames^ handed down 
in 1903, sustained an act of Congress excluding lottery tickets from inter¬ 
state commerce. The ground for this exclusion was that lottery tickets 
were harmful to such commerce. This reasoning was, of course, forced. 
What Congress was really trying to do was to protect persons from prac¬ 
tices believed to be detrimental to the general welfare. 

For the next thirty-odd years, down to 1937, the power of Congress 
was slowly extended. The Supreme Court sustained its right to prohibit 
the transportation across state boundaries of harmful food and drugs, 
women for immoral purposes, intoxicating liquors, diseased plants, and 
kidnapped persons. Obviously Congress was concerned not so much with 
regulating interstate commerce per se but rather with using such regula¬ 
tion to effect broad social pui’poses. 

In giving legal sanction to the new activities of Congress, the Supreme 
Court at first invoked certain principles of limitation. Authority was denied 
where things prohibited were not in fact harmful or where the relationship 
to those affected was remote and indirect. But the late 1980 s brought a 
revolutionary modification of this concept. Abandoned were the tests 
previously applied. The bars were let down and by a series of remarkable 
decisions the Supreme Court confirmed congressional authority to regulate 
. practically all fields of American business and social life. As the decade 
ended and we entered the years of World War II Congress had attained 
almost plenary regulatory powers. 

This change in our traditional ideas could only have taken place undw 
the impact of extraordinary forces, These came into play during the 1930 s 
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in the form of the great depression and the advent of the New Deal, h 
their troubles our citiztjns turned to the state for assistance as people the 
world over were doing. The public mind became receptive to increased 
governmental intervention. Concurrently, President Franklin Delano 
Roosevelt and his associates were committed to a social crusade of radical 
and far-reaching objectives. Mea.sures aimed at restoring order to the eco¬ 
nomic system were adopted but the New Deal was not content with this 
urgent purpose. It took occasion to interject provisions involving long- 
range social planning. In pursuit of such objectives the New Deal high 
command secured from a pliant Congress the passage of a series of meas¬ 
ures granting to executive agencies, in a hitherto unknown degree, broad 
powers over many parts of our economy. 

When these laws were first brought before the Supreme Court, they ran 
head-on into the traditional limitations which had theretofore ruled to 
restrict the power of Congress. One after another they were declared un¬ 
constitutional. In 1935 the grandiose attempt at organizing the leading 
industries of the country by means of "codes of fair competition,” the NBA, 
was nullified. Federal regulation of the petroleum industry was denied. 
The first Frazier-Lemke Act for the relief of farm mortgagors went by the 
board. In 1936 the Agricultural Adjustment Act of 1933 was held un¬ 
constitutional, as was the law designed to regulate wages, hours of work 
and prices in the bituminous coal industry. 

This was highly disturbing to President Roosevelt who had been re¬ 
elected in 1936 for a second term by an overwhelming majority. The New 
Deal interpreted his success as a mandate from the people to go forward 
with the many reform measures. The Chief Executive and his coterie 
of unofficial advisers saw their whole program of recovery and social 
change held up by the limiting decisions of the Supreme Court. Something 
must be done about iti 

Accordingly on February 5, 1937, the President sent to Congress a 
message which startled the nation from coast to coast. Entitled "A Recom¬ 
mendation to Reorganize the Judicial Branch of the Federal Government,” 
it was to occasion a popular protest of major proportions. 

By its terms as well as by its method of presentation to the people, it 
was made to appear as designed to improve the efficiency of all federal 
courts. Unfortunately such declaration of intent was not entirely frank. 
The real purpose was to change the complexion of the Supreme Court 
so that New Deal legislation would not be so frequently declared uncon¬ 
stitutional. This was to be accomplished by a provision in the proposed 
legislation that when a Justice had reached the age of 70 the President 
would have the power to appoint an additional one. Thus President Roose- 
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It would have had the right to appoint six additional Justices to the 
Supreme Court as there were that many who had already attained the 

^ The measure quickly became known as the “Supreme Court packing 
hill” and was greeted throughout the nation with rising hostility. For sev- 

1 months administration leaders fought an all-out battle on Capitol Hill 
Tmuster enough strength to secure its passage. In opposition, the people 
themselves were speaking. Seldom if ever had members of Congress been 

deluged by communications from their constituents. Through the years 
the Supreme Court had won a position of revered esteem. Our citizens 
looked upon it as the ultimate stronghold of their liberties. It was made 
plain beyond misunderstanding that they wanted the New Deal and its 
congressional .supporters to keep hands off. The Roosevelt proposal died 
a lingering death. 

While he thus lost the frontal engagement, the President was in fact 
winning the battle. The trend of opinion in the Supreme Court itself was 
going through a marked change. The Justices had apparently reached the 
mclusion that all this pressure for increased power for the federal gov¬ 
ernment reflected a basic transformation in the lives and thinking of our 
people. The highly industrialized economy of the twentieth century un¬ 
doubtedly necessitated adjustments between it and the government. From 
the election returns of 1936, clearly much that the New Deal proposed 


was approved by the people. 

Beginning in 1937 the Court handed down a series of decisions which in 
trend of thought largely abandoned the limitations theretofore imposed 
on the power of Congress to regulate interstate commerce. Instead the 
"commerce clause,” that doorway of magic flexibility, was so interpreted 
as to give to Congress new, extraordinary, and far-reaching authority. ^ 

The extent of the change may be seen by noting a few of the decisions 
which implemented this new philosophy of government. In 1937 the 
Supreme Court sustained the constitutionality of the National Labor Rela¬ 
tions Act of 1935, the so-called Wagner Act. Referring to this Law in a 
later case the Court stated; 'Tt has been settled by repeated decisions 
of this Court that an employer may be subject to the National Labor 
Relations Act although not himself engaged in commerce. * 

Similarly the constitutionality of the Agricultural Marketing Agreement 
Act of 1937 was upheld. An order thereunder was supported which pre¬ 
scribed the method of payment and prices for milk as between a farmer 
and a local collecting plant when the milk was destined for use in anot er 
state. The Agricultural Adjustment Act of 1938 in regard to the assign¬ 
ment of quotas in the marketing of tobacco was also sustained. 
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Then in 1941 came the case of United States v. Darby,^ in which the 
Supreme Court by a unanimous decision declared constitutional the Fed¬ 
eral Fair Labor Standards Act of 1938. Thi.s law “prohibited the shipment 
in interstate commerce of goods produced for interstate commerce by 
employees whose wages and hours of employment did not conform to 
standards prescribed by the Act.” * Subsequently it was held that the 
minimum wage and overtime provisions of this Act applied to employees 
of a loft building whose only relationship to interstate commerce was that 
some tenants of the building were manufacturing goods principally for 
interstate commerce. Also an employer of an oil drilling crew which failed 
to strike oil was held to be under this Act because a succeeding group 
did produce oil which was transported beyond state lines. 

In 1943 an important decision was handed down when the Supreme 
Court held that the transaction of fire insurance business between persons 
in different states constituted interstate commerce. This aroused much 
interest because it opened the door for the federal government to enter 
a field theretofore subject exclusively to regulation by the states. 

These are only a few of the decisions of the Supreme Court which 
reversed previous lines of thought and gave to Congress far-reaching 
power in the regulation of business. The portals of the commerce clause 
have been so widened that almost any vehicle of federal regulation and 
planning may be driven through. This extension of authority has taken 
place largely within the last decade during which the impact of World 
War II has pretty much dominated our economy. Hence we have yet to 
experience during normal years of peace the full effect of such momentous 
changes. 

In thus pursuing enlarged authority over our economic life the New 
Deal had two basic objectives. Its members sought to improve the lot of 
the farmer and strengthen the position of the working man. Practically 
ail of its legislative measures of social purpose were directed toward these 
aims. 

The farmer became the recipient of extensive aid and much attention. 
That active sympathy should have been aroused in his behalf is not to be 
wondered at. In large measure he had failed to participate in the pros¬ 
perity of the 1920’s. Thus when the depression of the early 'thirties struck 
he had little fat on his bones. With farm prices going to new lows his 
position was desperate. 

While federal assistance to the farmer took a multitude of forms there 
was one principle which was basic. This was that his purchasing power 
should be maintained at a satisfactory level in regard to other prices. 
With such an end in view the government undertook various responsibili- 
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ties directed toward production control as well as the stabilization and 
support of market prices. 

Outstanding in this program was the Agricultural Adjustment Act of 
1938 which, as we have seen, was one of those upheld by the Supreme 
Court subs^uent to its change of viewpoint following the Supreme Court 
episode of 1937. This law provided for production allotments 
and benefit payments. The Secretary of Agriculture was authorized, when 
ted by a two-thirds vote of producers of certain staple crops, to set 
Marketing quotas for all production. Another feature was the “ever- 
normal granary.” This formalized and improved the policy of buying up 
surplus supplies of wheat, cotton, and corn so that they would not over¬ 
hang the inarket and might be carried forward into years of less than nor- 
n,ji production or made available for emergency demands. Export subsi¬ 
dies were granted under certain conditions on wheat and cotton. 

In addition to these newer measures of assistance, the fanner for years 
had been the recipient of increasing financial aid. This built up until by 
1940 he could borrow from the federal government for almost every oper¬ 
ating need including the purchase of seed, acquisition of equipment, and 
the carrying of harvested crops. He was also given liberal help through 

farm mortgages. , ,, ,, . ^ . u j 

One of our adventures in the field of farm price support yielded unex¬ 
pected and untoward results. The federal government shortly found itself 
attached to the tail end of a "mighty big bar.” Reference is made to the 
assistance rendered the cotton planter. 

By means of acreage restriction, crop lending, and government pur¬ 
chasing we had through the period 1935-1939 given our cotton growers 
the benefit of higher prices than those generally prevailing in world mar¬ 
kets. So far so good. But cotton was largely an export crop. Thus as we 
shored up the domestic price structure, foreign cotton captured world 
markets which traditionally had been ours. Overseas producers doubled 
their annual production while our own went ahead only about 18 per cent. 
Exports of United States cotton fell from an average of 8,588,000 osiesm 
the period from 1925 to 1929 to 5,619,000 bales in the years 1935 to 1939. 
Meanwhile in this period of falling exports we carried over each year large 

supplies of cotton. . 11 ■ ♦ i-i. 

Domestic price support for a commodity moving substantially in 0 e 
export market is a course of dubious wisdom. Isolationism does not pay 
off in economics any more than in politics. We have given the 
fanner the assistance he asked for. But in so doing he has worsene ^ s 
competitive position in world trade and Uncle Sam seems to be estine 
for a long career as a cotton planter. 
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All in all when the sum total is cast up, the agricultural segment of out 
economy had been taken pretty much under the protective wing of the 
federal government. The existence of a strong farm lobby and a farm 
bloc in Congress contributed no little to this result. Whenever the farmer 
found himself in difliculties, he called upon influential friends in the na¬ 
tional capital. The response from Congress was usually whole-hearted. 
The farmer has changed his role from problem child to prodigal son, 

In pursuing the other objective, the improvement of the position of 
labor, the New Deal was not less zealous. The first plan undertaken was 
perhaps the most far-reaching and ambitious of any. This was the Adminis¬ 
tration’s measure, the National Industrial Rccovciy Act of June 1983, 
which delegated to the President the authority to create the National 
Recovery Administration—the famous NRA. It marked the extreme point 
of federal penetration into the industrial area. It was an uninhibited 
dream of government planners. As long as the American free enterprise 
system may endure, its beneficiaries will wish to render thanks to the 
United States Supreme Court for giving the* coup dc grdee to this experi¬ 
ment in the regimentation of business 

The measure combined ideas of emergency aid with those of social 
reform. In immediate purpose it was directed toward raising wages, creat¬ 
ing more jobs, and in strengthening labor’s bargaining position. To attain 
these objectives, the support of business was solicited by offering favorable 
opportunity for industrywide cooperation. The anti-trust laws were by¬ 
passed and encouragement given to concerted action which would sta¬ 
bilize or raise prices and wages. 

Although rushed through Congress as an emergency measure, its long- 
range purport had perhaps even more appeal to its sponsors. In signing 
the law President Roosevelt stated: 

“History probably will record the National Industrial Recovery Act as 
the most important and far-reaching legislation ever enacted by Congress. 

“It represents a supreme effort to stabilize for all time the many factors 
which make for the prosperity of the nation and the preservation of 
American standards.” 

'The National Industrial Recovery Act of 1933 was an approach to our 
problems of unemployment and business depression which was at once 
both novel and strikingly at odds with the American tradition. Although 
appropriating large sums for public works, the real substance of the meas¬ 
ure lay in its industrial provisions. By these the President, as Chief 
Executive, was given extraordinarily broad powers with authority to dele¬ 
gate them. Specifically he was empowered to approve fov separate indus¬ 
tries bodies of law known as “codes of fair competition.” These were to be 
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worked out in consultation between public officials and representative 
groups from various industries. For purposes of carrying out the huge 
tosk the President set up the National Recovery Administration which 
of course was to be under his direction. Within this bureau there were 
to be advisory boards representing the three main parties of interest- 
industry, labor, and the consumer. 

Each code was to affirm what was in effect a Bill of Rights for organized 
labor. Workmen were to be free to organize and to engage in collective 
bargaining. None was to be required as a condition of employment to 
join a company union or refrain from joining any labor organization. 
Finally employers were to bind themselves to the hours of work and rates 
of pay determined by the President or agreed upon in consultation with 
officials of the NBA. 

While the initiative for formulating codes rested with industry, the 
President had the power of promulgating them if business failed to do so. 
What these bodies of administrative law were to contain was vague. 
Basically the intention was to permit the various units of an industry to 
cooperate in order to eliminate disruptive price cutting, wage reduc¬ 
tions, and damaging competitive practices. Previously such action would 
have been in danger of attack by the Department of Justice under our 
anti-trust statutes. The discretion vested in the President and thereafter 
delegated by him was so wide that the codes might contain rules binding 
upon all members of an industry as to production, standardization, prices, 
territories of selling, etc. 

Violation of an approved code by a company within a given industry 
constituted unfair competition and was punishable by law. The courts. 
United States district attorneys, and the Federal Trade Commission were 
called upon to forestall violation or punish those deemed guilty. 

Finally, in a provision which aroused a storm of criticism, the President 
was given, the authority to create a license system among business con¬ 
cerns in an industry if'he found practices being carried on which were 
contrary to the intent of the NIRA. This meant that the President could 
deny a company the right to continue doing business if he believed that 
it was not living up to the terms of the new Act. 

In total effect this legislation was revolutiona 7 . It reversed the age-old 
American philosophy of free, wide-open competition. It denied the indi¬ 
vidual businessman final determination of many questions of managerial 
judgment. The majority of an industry acting with government, or govern¬ 
ment alone, could restrain him as to plant expansion, plant location, and 
use of productive capacity. Price controls could be imposed and selling 
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territory limited. While he was not forced to join in code-making, he was 
bound by code terms and implementation. 

From June, 1933, to May, 1935, monumental efforts were made to fit 
our economy into this strange system. Businessmen dropped productive 
work to swarm like bees around Washington, making codes, amending 
them, and interpreting their uncertain provisions. Bureaucracy grew in 
geometric progression. 

In the end most of American business, as well as the majority of our 
industrial workmen, had been brought within code control. Upwards of 
731 codes were establi.shed. To create and implement them the President 
promulgated 70 executive orders besides which administrative orders 
were issued to the extent of about 11,000. 

After some months of experience it became clear that the controls which 
had been imposed were rigid and unrealistic. Accordingly many were 
relaxed and more freedom given looking toward increased production. 
Nevertheless even in its streamlined aspect it was a mechanism quite alien 
to the American system. 
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A sense of relief descended upon the business community when in May, 
1935, the United States Supreme Court rendered its decision in the 
Schechter case.® In a unanimous opinion the Court held that the National 
Industrial Recovery Act was unconstitutional as violating the commerce 
clause and also in respect to the extraordinary delegation of authority 
by Congress to the Executive branch, 

An appraisal of the results of this comprehensive effort in governmental 
planning will depend on one’s point of view. To the more ardent New 
Deal planners, interested primarily in raising rates of pay and strengthen¬ 
ing the power of organized labor, it must have seemed moderately suc¬ 
cessful. In many instances hourly wages were increased and hours of 
work reduced. The forty-hour week was widely established. Furthermore 
the imposition of the codes with their provisions strongly fostering col- 
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lective bargaining gave a spur to unionization. During the two years 
through which the NRA was operative, union membership increased by 
some 900,000. Offsetting these gains was the fact that real wages did not 
follow hourly pay increases. Prices for goods were advanced pretty much 
to synchronize with pay boosts. 

In its aspects as a recovery measure the National Industrial Recovery 
Act was disappointing. It !s quite probable that it worked to retard rather 
than accelerate the resumption of normal business. The codes with their 
restrictive provisions tending to perpetuate a status quo, introduced rigid¬ 
ity into the economic structure in place-of the infinitely flexible system of 
unhampered private management. Rising wages, shorter hours, firmer 
prices, and controlled output (for some industries) in the aggregate 
tended to limit production of goods. Fewer goods meant less real income. 

This depression-inspired, ambitious adventure although unsuccessful 
in the main provided valuable experience. It showed clearly that govern¬ 
ment planning of our economic lives is no simple panacea. Private man¬ 
agement of tliose affairs while suffering from many defects has achieved 
through the years a system of very delicate and complex balance. Many 
of its adjustments are in the nature of an almost instantaneous reflex. 
Tinkering by government on a broad scale is apt to yield unpredictable 
results and disturb the whole mechanism. 

Upon the death of the Act under judicial sentence no effort was made 
to revive its business recovery provisions. Immediately, however, the 
Administration sought to restore its labor program. In doing so there was 
passed one of the most controversial of our federal statutes-the Wagner 
National Labor Relations Act of 1935. 

In brief the Wagner Act reaiRrmed the right of employees to organize 
and to bargain collectively through representatives of their own choosing. 
To assure this end certain acts by employers were declared to be unfair 
labor practices. They must not coerce, interfere with, discriminate against 
employees in pursuit of the rights given them by the Act. They must bar¬ 
gain collectively with rcpresentative.s chosen by the employees. Little 
was said about any rights of the employer. 

Under this law the National Labor Relations Board was set up with 
certain administrative and judicial functions intended to implement the 
process of organizing and collective bargaining. It could determine the 
proper bargaining groups and could issue orders to cease and desist from 
"unfair practices.” 

The Wagner Act greatly strengthened the power of organized labor. 
Many company unions gave way to the C.I.O. and the A.F. of L. But em¬ 
ployers were frequently confused by jurisdictional disputes between labor 
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groups. They were sometimes inhibited in effective bargaining by uncer¬ 
tainty as to what constituted unfair labor practices. They believed that the 
act was one-sided in failing to impose on labor correlative responsibility 
about unfair practices as the Railway Labor Act had done. 

The Wagner Act was the keystone of the New Deal labor program. But 
the movement to improve the position of labor was, of course, not new. 
At the end of the Hoover administration th^re had been enacted the 
Norris-La Guardia Act, establishing for labor unions certain immunities 
from the process of injunction. In 1933 the United States Employment 
Service was created. Two years later the Social Security Act contained im¬ 
portant provisions relating to unemployment insurance. Finally in 1938 
there was enacted the Fair Labor Standards Act which for workers en¬ 
gaged in interstate commerce established minimum rates of pay and maxi¬ 
mum hours of work. 

Nor must it be forgotten that many of the states had down through these 
years enacted forward-looking labor legislation. Common to these were 
measures relating to working conditions, safety regulations, injury and un¬ 
employment insurance, as well as to problems connected with bargaining 
and strikes. 

Viewed in its entirety all of this governmental attention marked a new 
era for the worker. Particularly noteworthy, of course, was the support 
given on the federal level. Here the power of government was placed 
strongly behind the cause of collective bargaining and the union move¬ 
ment. On an equitable basis that would have been fair enough. Unfortu¬ 
nately however partisanship crept into the statutes. 
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Liiere were yet other segments of the economy to 
feel the impact of growing federal power. Among them were the fields 
of banking and credit as to which controls of growing emphasis were 
applied. Their imposition raised vital and comprehensive issues. Thus one 
observes through a period of some forty years of the twentieth century a 
continuing difference of vic^wpoint between the banking community on 
the one hand and the federal govorninent on the other. The former sought 
a system of self-regulation under moderate governmental supervision. 
The latter pursued authoritarian principl(?s whereby public officials had 
the final word in determining policies and in making certain executive de¬ 
cisions. The story begins back in 1907. 

As we noted in a previous chapter, the money panic of that year rudely 
jolted our banking system. In some states bank holidays were declared. 
This was all very humiliating to modem bankers who had begun to pride 
themselves on their accomplishments. If there is such a thing as collective 
shock treatment our financial leaders had been given one. Conviction 
began to grow that there was something awry with our banks and with 
cur money machinery. This developed into a movement for better organi¬ 
zation of both. Its objectives were commonly referred to as currency 
reform.” 

A diagnosis of our ills was not difficult, particularly to those who had 
knowledge of foreign central hanking practice. We lacked a central reserve 
which in time of difficulty could he put to the service of banks in need. 
There were some 17,000 banks in tin; country, each of which maintained 
its own separate reserve of gold and currency, part of which was often on 
deposit with other banks. When trouble came, each bank fought for itsdf, 
conserving and drawing in rcsource.s in a battle for survival. Everyb y 
will agree today that it would he difficult to imagine a banking system 
more cruel and more inefficient than that prevailing in the United States 
at the beginning of the twentieth century. . . ^ Furthermore, the ab- 
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sence of supplementary resei^'cs made it difficult for banks to meet varia- 
tions in business requirements under what might be termed normal 
conditions. 

Moreover there was a dangerous pyramiding of bank funds. During 
normal periods countiy banks sent sidrstantial portions of their resource 
to correspondents in large cities and especially to the nation’s greatest 
money market, New York City. The result was an overconcentration of 
banking funds, complicated by heavy seasonal movements. The presence 
of the Stock Exchange in New York gave opportunity for lending money 
to brokers on call. Many persons belie\'cd that this practice unduly fos¬ 
tered stock speculation. 

Monetary difficulties were equally critical. Our currency lacked elas¬ 
ticity of volume to meet the fluctuating needs of business. The principal 
paper currency, national bank notes, were issuable only against govern¬ 
ment bonds. But the supply of bonds in the market was not always ade¬ 
quate at a price which paid the banks to use them for currency increases. 

After the nerve-shattering cxperince of 1907, Congress was the first to 
take steps. Early in 1908 the Aldrich-Vreelnnd Act was passed as a tem¬ 
porary measure. It provided a device for issuance by the banks of emer¬ 
gency cutrency secured by certain bonds other than governments and by 
commercial paper, the latter to be guaranteed by regional National Cur¬ 
rency Associations. More important, it created a National Monetary Com- 
rnission for the purpose of studying banking practice in other countries. 
The Commission was bipartisan and composed of members of both 
Houses. Its chairman was Senator Nelson W. Aldrich. 

The Commission went to Europe and conferred with leading bankers 
in London, Paris, Berlin, and Vienna. After it had submitted a lengthy 
report to Congress, it devolved upon Senator Aldrich to prepare a bill 
embodying the results of their study. This was no light task. Being a practi¬ 
cal man, he realized that if possible it .should have the support of the 
banking community—those who must work under its provisions. Time was 
also of the essence. 

Accordingly it was decided that a small group would sequester them¬ 
selves at a hunting lodge on remote Jekyll Island, off the coast of Georgia, 
and stay with the problem until agreement was reached. Those who 
attended were Senator Aldrich, Paul M. Warburg, Frank A. Vanderlip, 
as weU as Henry P. Davison and Prof. A. Piatt Andrew who had served as 
advisors to the Cornmission, and the Secretary, Mr. Shelton.® 

ter a week of concentrated study and discussion, agreement was 
reae e on the principal features of what was to become known in Con¬ 
gress as the Aldrich Plan. It was patterned somewhat after European 
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practice and provided for a "National Reserve Association” which would 
operate as one central bank at which gold reseives were to be concen¬ 
trated. This bank was to have fifteen branches. An elastic note currency 
was proposed, based upon l)()lli gold and commercial paper. The discount 
rate or charge for a bank’s liorrowing from the Association was to be 
uniform for the whole country. 

It was a good plan but involved the basic principle of a strong central 
bank under the management of bankers. Thus it ran afoul of a deep- 
rooted political antipathy. Congress had unceremoniously wound up the 
affairs of both the first and second United States Banks although each had 
rendered excellent service. The fear of concentration of banking resources 
was a political obsession. The Aldrich Plan was unfortunate enough to 
become an issue in the three-cornered national presidential campaign 
of 1912. 

In this connection a story was told which subsequently gained wide 
credence. The Democratic National Convention of 1912 adopted a plank 
which registered opposition to “the Alilrich Plan far a central bank.” When 
the platform itself came to be printed one little letter was dropped out 
which made a world of dilferejice. Tin* declaration then read against "the 
Aldrich Plan or a central l)ank.” Perhaps the ghost of Andrew Jackson 
was on the prowl. 

In any case, upon the accession of President Woodrow Wilson and the 
election of a Democratic Congress in 1913, the party in power felt bound 
by the published platform declaration against any plan involving one 
strong central bank. Tins was the death knell of the Aldrich Plan. Carter 
Glass, as Chairman of the House Cominittee on Banking and Currency, 
now succeeded Aldrich as congressional leader in charge of preparing the 
new bank law. Many proposals wore considered and a host of witnesses 
examined. The formula which found most support on Capitol Hill was 
a decentralized, regional sy.stcm. This involved splitting Aldrich’s one 
central bank into twelve parts, and superimposing a governmental body to 
provide cohesion. It was a weak organizational concept but good politics. 
Such was the plan finally sponsored by the Glass Committee. Bills were 
submitted and, having passed both Houses of Congress, the Federal Re¬ 
serve Act was signed by the Preside.nt on December 23, 1913. 

While Aldrich and Glass had carried the flag of banking reform in the 
Halls of Congress, many others had worked to bring about the accomplish¬ 
ment. “Individuals and associations in all parts of the country, business¬ 
men and economists, stirred by the disaster of 1907, had struggled with 
the problem and, step by step, had worked their way towards a better 
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understanding of the great principles that would have to underlie monetary 
reform." ® 

Among those who tlui.s .served should he ineutioncd II. Parker Willis, 
John V. Farwell, Victor Morawetz, Henry P. Davison, Frank A. Vanderlip, 
and Paul M. Warburg. Success in the campaign lay not alone in resolving 
substantive problems. It was also necessary to awaken public opinion 
which on such matters is notably indifferent. For this pur^jose there had 
been formed “The National Citizen’s League for the Promotion of a 
Sound Banking System.” Under the leadership of Prof. J. Laurence Laugh- 
lin, a vigorous national program was carried forward through local com- 
mittees, meetings, and the dissemination of literature. 

While there had been considerable unanimity for the broad objectives, 
nevertheless tlie specific issues between the Aldrich Plan and the Federal 
Reserve Act were sharply drawn, They disclosed a clash between basic 
philosophies of government. In effect it was a struggle to determine 
whether the new institution should be controlled by the business and bank¬ 
ing community or by the federal government, The Aldrich Plan played 
down the role of government in the management of the National Reserve 
Association. Its directors were to be elected by the boards of the branch 
banks which in turn were chosen by member banks. It was a plan of 
self-organization and self-management. As opposed to this, under the 
Federal Reserve Act the federal government secured important measures 
of control over the new system. This was but the beginning of a long trend. 
Down through the years we will observe its continuance as the govern¬ 
ment’s body, the Federal Reserve Board in Washington, strengthened its 
position and increased its power. 

The Federal Reserve System, as established by tlie Act of 1913, was 
comprised of three main elements—the Federal Reserve Board in Wash¬ 
ington; the twelve Federal Reserve Banks and their branches; and the 
member banks. It is important to distinguish between them because their 
basically different functions recurrently breed conflicts of interest. 

The country was divided into twelve Federal Reserve districts with 
Reserve Banks located in' the following cities: Boston, New York, Phila¬ 
delphia, Cleveland, Richmond, Atlanta, Chicago, St. Louis, Minneapolis, 
Kansas City, Dallas, and San Francisco. In each of these districts the 
national banks, which were required to enter the system, and the state 
banks desiring to become members, subscribed to the stock of the respec¬ 
tive Reserve Banks in amounts equivalent to 6 per cent of each member’s 
capital and surplus. A portion of member banks’ reserves of gold and 
currency was to be held in the vaults of the Reserve Banks. The percent- 



the birth of the federal reserve system 41 g 

e of required reserves against deposits was reduced from that formerly 
mecified for national banks. 

^The new Federal Reserve Ranks were separate institutions but partook 
of the nature of central banks. They were depositories for government 
funds and were empowered to issue a new national Currency-Federal Re¬ 
serve notes. They could lend money to the member banks and could invest 
their own assets in government bonds and certain eligible commercial 
paper. They were also to provide the country with a mechanism for clear- 
in-r checks and transferring funds. Their management was autonomous 
and vested in boards of directors of nine members each, six of whom were 
elected by member banks and three named by the Federal Reserve Board. 
Moreover, in its desire to prevent banking interests from controlling the. 
new Federal Reserve Banks, Congress prescribed that a majority of each 
Bank’s board of directors should be chosen from nonbanking segments 
of the economy, such as manufacturing, agriculture, and commerce. 

The Federal Reserve Board was composed of seven members—the Secre¬ 
tary of the Treasury who acted as Chairman, the Comptroller of the Cur¬ 
rency, both serving ex-olRcio, and five others appointed by the President. 

It had general supervisory powi>r ovrsr operation of the System and 
shared with the Reserve Banks the jurisdiction over rediscount rates, or 
the interest charges for advances to member banks. Furthermore the 
Board had power of removal over directors and officers of the Reserve 
Banks as well as authority to suspend the Banks themselves for violation 
of provisions of the Act. 

The System which was thus established satisfied the principal objectives 
of the sponsors of the reform legi.slation. By pooling the resources of many 
hanlfi! at the twelve Federal Reserve Banks to be loaned to individual 
institutions where and when needed, we attained more adequate and 
fleable reserves. In creating a uniform paper currency which, while basic¬ 
ally tied to gold, could be varied in amount with the fluctuating needs of 
business, we secured elasticity in currency supply. 

This, in broad outline, was the chick which Congress and our bankers 
thought had been hatclmd. With the passage of years it was to turn into 
a bird of rather startling plumag(i. It is very much to be doubted whether 
the progenitors of the Fedora! Reserve System had any idea of the potency 
of the mechanism which they had created. A framework was set up for 
the exercise of a function which was new to the American economy. Money 
management came into being. 

By money management is meant the over-all control of credit for the 
economy as a whole. It is accomplished through variation in the availability 
and cost of credit at the Federal Reserve Banks for use by member banks. 
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This in turn governs the case with which business may borrow and the 
relative charges it must pay for funds and thus in the end affects total 
demand deposits or volume of check money. Hence by these controls the 
money managers have, to a degree, power over the entire economy. 

Many Americans do not yet realize the true extent of these extraordinary 
powers, or that they have been consciou.sly employed by the Federal Re¬ 
serve authorities to regulate total business volume—which of course 
means everybody’s business. As a matter of fact even within the Federal 
Reserve System realization of their significance has come slowly. In conse¬ 
quence two divergent philosophies have been in evidence. The original 
one sought only to control credit in the limited sense as between each 
Reserve Bank and its member bonks. With the gaining of experience, how¬ 
ever, the other theory gradually developed under the leadership of the New 
York Reserve Bank and the Federal Reseiwe Board. This was the com¬ 
prehensive concept in which the System as a whole undertook to con¬ 
trol the total amount of bank credit in use as a means of accelerating 
or decelerating general business activity. Although this evolution was 
logical if we were to envisage our economy as a unit, we proceeded grop¬ 
ingly. The money managers themselves had to learn the business by the 
process of trial and error. 

The growth of this over-all viewpoint stemmed from the discovery 
or relearning of some basic principles. First was that of the indivisibili^ 
of credit. One has frequently heard the expression "you can’t earmark 
money.” Nothing is more true, and yet it took the Federal Reserve authori¬ 
ties some years to apply this rule to their own operation. For example it 
was thought for a time that if each Reseiwe Bank advanced credit to 
member banks only for directly "constructive purposes” then, in the 
aggregate, the total expansion of credit might be regarded in such light. 

This point of view proved to be erroneous. Take the case of a member 
bank which sought accommodation from a Reserve Bank upon commercial 
paper employfed to finance a shipment of grain, a wholly constractive 
purpose. Actually the real occasion for the borrowing may have been 
that the member bank was already extending large credits to other de¬ 
positors for highly speculative purposes. Once funds were placed in the 
member bank’s account they reflected the combined or aggregate activities 
of that institution. 

But the process does not stop with the one bank. Its depositors with¬ 
draw funds to buy goods and services or make investments, aU of which 
results, of course, in added or new deposits in other banks. Thus the credit 
which the Reserve Bank made at the outset to finance the shipment of 
grain merges into the country’s aggregate of bank demand deposits or 
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heck money. It is like adding water to a reser\'oir in that the addition 
loses its identity and tends to raise, even though slightly, the level of the 

In this connection anoth(jr important fact came to be realized which 
is vital to central bank theory but which apparently was not compre¬ 
hended in its full significance by the writers of the Federal Reserve Act, 
There tends to be a multiple: relationship between Federal Reserve credit 
and the public’s check money, or bank deposits. This might be called 
a monetary chain reaction. Thus an increase of $1 million in a member 
bank’s reserve account at the Federal Reserve Bank may result in adding 
anywhere from $5 million to fjl? million of check money. Similarly a 
deaease in reserves tends to reduc'o deposits by a similar multiple. The 
exact ratio of expansion or contraction in this mechanism depends upon 
prevailing reserve requirements. Moreover while contraction responds 
somewhat directly to these controls, experience shows that expansion 
depends in great measure on business confidence. 

The explanation of this important phenomenon is somewhat involved 
but derives from two basic factors-the fluid nature of credit, and our sys¬ 
tem which requires that a bank need maintain reserves equal only to a 
percentage of its deposits. Thus as funds in business move from deposit 
in one bank through deposit accotmts in a series of banks, reserves must 
be set aside in each bank but each receives new funds which are relend- 
able. Hence when the Federal Reserve Banks alter the availability of 
Federal Reserve credit, member bank reserves may increase or decrease 
accordinglys a process which tends to expand or contract check money 
by the multiple factors previously noted.^ 

The means by which the Federal Reserve authorities exercise control 
over the amount of member-bank credit are not absolute in effect. "They 
operate rather by induction and comprise three principal mechanisms. 
The first to be employed was that of varying the rediscount rate. Then 
in the early 1920’s open-markjit operations of the Federal Reserve Banks 
were coordinated and givc’u greater signilicancc. Finally in the years 0 
the great depressioti the Boai'tl was granted power to change the reserve 
requirements of member banks within statutory limits. , „ , 1 

Variation of the rediscount rate was a power exercised by the Federal 
Reserve Banks in consultation with the Federal Reserve Board. The rate 
expressed the cost to a member bank of securing advances to its reserve 
account at its particular Federal Reserve Bank. When rates were low, 
member banks were stimulated to borrow and add to these balances, n 
turn the member banks could then increase their own loans to the usi 
ness community through credits to deposit accounts. Thus the net eitec 
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of a reduction in tlic rediscount rate was frequently an increase in the 
public’s check money* On the otht^r hand wlien the rediscount rate was 
raised the proc(?ss was rev(?r,s<Hl. It should be noted» hovve<rer, that a large 
volume of excess rtfserves in tin* banking system will tend to mitigate the 
effect of a change in the rediscount rate. 

The second powerful tool to be employed by the Reserve authorities 
was that of open-nuirket operations, which consist in the main of the pur- 
chase and sale of government securities by the Uesci*ve Banks for their own 
account. In this procedure, in contradistinction to that of lending to mem¬ 
ber banks, the initiative lies in the hands of tlie Reserve authorities, Ex¬ 
planation of the wi)rkings of those operations is again an involved one, 
Suffice it to say that when a Reserve Bank purchases government securities 
in the open inurket, the proceeds usually find their way to some member 
bank in debt to the Reserve Bank and are used to reduce that debt, Con- 
veisely when Reserve Banks sc?ll governrnent securities, the ordinary ulti¬ 
mate icsiilt is an increase in mcMiibcr bank debt. The significance of these 
changes lies in their secondary effect Traditionally commercial banks do 
not lelish being in debt, an attitude expressive of some irony, Therefore 
when the debt of member banks to Reserve Banks is reduced, the oflScers 
of the former become easier of mind, They adopt more expansive policies 
toward business loans to customers, ]jboi*ali^c credit restrictions, and ease 
their cliavges. When the debt of member banks rises, the reverse is apt to 
happen, Operating policies become restrained, business loans are con¬ 
tracted, and the cost of money rises, Consc*quently, the end product of 
open-market operations will frequently be a variation in the total amount 
of the country’s deposit or chock money. 

The third and last rnechanism for broad control of credit is also one 
exercised by tlie Board alone, that of changing tlie reserve requirements of 
member banks. Its effect is in general similar to that of the other two 
procedures. By increasing the amount of reserves which a member bank 
must maintain at a Reseive Bank, strong restrictive pressure is applied 
Member banks then tend to operate more cautiously and reduce their 
loans to customers. On the other hand, an easing of reserve requirements 
las the opposite effect and tends to expand business accommodations, 
In these various ways, the Federal Reserve authorities have been given 
powr to influence the supply of our principal currency—check money, 
uch variations in the amount of credit in relation to demand affect prices, 
piodiiction, and business psychology. In turn these contribute to prosperity 
or epressed conditions. This money-management is a godlike power, 
somewhat akin to the physicist’s control over the atomic pile. One is 
prompted to inquire with what degree of success it has been exercised. 
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When the twelve new Federal Reserve Banks opened their doors in 
late 1914, they, like any new enterprise, were up against the problem of 
earning enough to meet expenses and something with which to pay divi¬ 
dends. Toward this end they oifered member banks loans at attractive 
rates. At fii*st it was hard to pick up business, They faced a “we re from 
Missouri” attitude on the part of business and banking. Government was 
more in the saddle than had been wished. Also it is recalled that the 
Federal Reserve Act had reduced reserve requirements. Because of war 
purchases by Britain and France, gold was coming to us in large quantities. 
There was a plethora of credit. In 1915 member banks had excess reserves 
of upwards of $800 million, Not a very promising field in which to sell 
credit. 

Our entrance into the war in 1917 changed all this. Government expendi¬ 
tures soared and our productive machinery was thrown into high gear. 
It was deemed advisable to defray only about one-third of war costs with 
taxes. The balance was to be supplied by an extensive resort to borrowing. 
This gave the Federal Reserve Banks their first opportunity to function 
in an important way. They were drafted to the nation’s needs and served 
for all practical purposes as an arm of the Treasuiy. 

The means by which government borrowed was through the sale of 
securities to the Federal Reserve Banks, commercial banks, and nonbank¬ 
ing investors. The Reserve Banks assumed direction of the bond-selling 
drives and acted as government fiscal agents. Most important, they made 
loans to member banks so that these latter might invest in government 
bonds or relend to the public for such purchases. Rediscount rates were 
held to low levels. 

This process of government financing involves in reality two kinds of 
operations of vitally different effect. When individuals Or nonbank in¬ 
vestors buy government securities, they pay by drawing upon some existing 
deposit account. Treasury balances increase by like amounts. Viewed in 
the aggregate, total deposits of the country have neither gained nor lost. 

On the other hand, when a bank subscribes to new government securi¬ 
ties, it makes payment simply by crediting a Treasury deposit account 
on its books. In this manner an entii'ely new deposit has been created with 
no offsetting reduction against existing deposits. A net addition has been 
made in the total check money of the country. In view of the huge volume 
of governmental expenditures during war and heavy purchases of securi¬ 
ties by the banks, the result is highly inflationary. Al^ough war financing 
is thus made easy, the nation’s economy is left with serious post war 
problems. 

We were fortunate to have the Federal Reserve System operating during 
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World ar L By its aid we took the hurdles of wartime financini; in our 
stride. Nevertht!les.s it was found advi.sable to make some changes of hotli 
pennaneiit and emergency character in our federal banking laws. To eas 
the over-all credit situation, reserve refiiiirenients of member banks were 
reduced. All their reserves were ccntraliml in the Resei-ve Banks Tn 
facilitate government financing, it was provided that banks need maintain 
no reserves against goveniment deposits. 

Further to channel the flow of private resourcc.s into government bond 
purchaw, the Treasniy reached out into the public-securities market At 
first under the Federal Beserve Board, and then under the War Finanm 
Corporation, tliere was constituted a Capital Issues Coinmittee. Voluntary 
cooperation of banks and investment houses was sought to the end that 
no new issues ot corporate securities be offered witliout approval of the 
C^iltee as to wartime essentiality, The plan received excellent support 

S'"™"™* World War I were 
about J34 bdlion, Of tins sum approximately $22 billion was provided by 

le sale of secnnties with the assistance of the Federal Reserve Bank 
epen mg upon maturities and conditions at time of issuance the lovetn- 
ment paid interest rates vaiying from 3!i to « per cent. These money 
rates reflected a comparatively free market. Wliile some support was J 
to government securities by the Treasury and the Federal Reserve Banks, 
he prices were not pegged, One thing which contributed substantially to 
re a ive y easy money conditions and our capacity to expand credit to take 
cam of war needs was the heavy addition to our gold supply which oe 

curred during the years 1915 to 1917, 
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So Mucn for the Foclonil Roserve System in World 
Warl. A good job Imtl betMi dono. H\it tlu' inutt(‘r of money niiumgenient is 
forever bringing np new prohlonis. l'’ollo\ving the cessation of hostilities, 
theFederal Reserve imtborities reali/ed that they should take prompt steps 
to reduce the wurliiiuf volume of credit to the more limited needs of peace¬ 
time business. Othenvise in all prolrubility we would be in for a further 
rise in prices and a speculative boom, 

Tliis situation hid to a conllict of inter(*st between governineiit on the one 
hand and the Federal Reserve Ranks and civilian economy on the other, 
The natural thing for tin* Federal Reserve authoritic.s to have done when 
the war ended would have been to reverse the ca.sy-money machinery, 
adopt restrictive policies, and rai.s<i rediscount rates. This .should normally 
deflate credit and reduce the amount of the country’s check money. It 
should discourage speculation. 

The Treasury, however, was concerned with a different problem. It had 
sold a $4.5 billion Victory Loan in early 1918 and many subscribers had 
borrowed money to make their purchase. An increase in Federal Reserve 
rediscount rate.s, followed by generally rising interest costs, would augment 
carrying charges and foree the pidee of bonds down. The Treasury was 
obviously in a hotspot, and opposed a rate iuerea.se. 

Although the Rcserwe Ranks saw tla* wi.sdorn of adopting deflationary 
measures, particularly as llieir own resource's were nearing cleplction, they 
reluctantly went along with the Treasury. Prrrrnpt and decisive action was 
deferred. Some political pressure was mrdoubtedly involved. 

A continuance of arr easy-niotrey policy fo,stored what had been feared— 
an orgy of speculation. Prices advatreed urrtil a climax was reached in early 
1920. Meanwhile, in late 1919 atrd the first months of 1920, the situation 
had become so grave that the Federal Reserve Banks had finally raised 
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their rates, at first moderately and then vigorously. In May of 1920 the 
rate became 7 per cent at the Federal Hesewe Bank of New York. It was 
too late, however. Tlie boom burst in inid-1920 and we experienced the 
most rapid decline in prices the country had ever been through, 

The ensuing postwar depression of 1920-1921 was short and shaip. The 
speculative position was brusquely liquidated and prices restored to a 
saner level. An index of wholesale prices dropped from a point about 170 
per cent greater than prewar to a low of something like 50 per cent above 
prewar. In comparing this boom and collapse with that of 1907 one experi¬ 
enced banker has this to say* 

“The important difference between the two periods as far as money 
mechanism is concerned, was that in 1907 the check to over-expansion was 
automatic, the supply of money ran out, whereas in 1920 there was no auto¬ 
matic check. The resei^e reservoirs of the banking system were open until 
the authorities made a decision about closing them. In other words, money 
management was substituted for automatic limitation. It also seems clear 
that the extreme depth of the 1921 depression is largely accounted for by 
the extent of the over-expansion in 1919 and 1920. If the expansion had 
been checked earlier the depression in all probability would have been less 
severe.'* ^ The wartime influence of the Treasury over the Federal Reserve 
System had been unduly prolonged. 

Ironically enough, the Federal Reserve authorities were now blamed for 
the collapse in prices, the penalty we had suffered for having gone on a 
speculative binge. Politicians throughout the country and in particular the 
agricultural bloc in Congress spared no words in accusing them of having 
brought on the depression, The force of this unreasoned outburst left the 
Reserve officials somewhat flabbergasted. For years to come the memory 
of this experience rose to haunt them. 

Following this dramatic shake-out of speculation and price inflation, our 
economy went into new high levels of prosperity and accomplishment. 
Generally speaking, business was good from 1922 until the 1929 debacle. 
American manufactures were in demand the world over. Exports exceeded 
imports by large figures and gold flowed to us in an abundant stream. Pro¬ 
duction mounted and wages were high. There was only one ominous cloud. 
Agriculture came upon lean times as our farm products encountered more 
vigorous competition in world markets. 

In tlie recovery which was under way by the beginning of 1922, some 
observers credit the Federal Reserve Banks with an unwitting ^'assist" as 
well as the inauguration of a significant new policy. Because of the drastic 
liquidation which was taking place, some of the Reserve Banks found them¬ 
selves lending little if any money and thus not earning enough to pay 
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expenses. To remedy this, these Banks, acting separately, invested heavily 
in government securities purchasctd in the open market. This move helped 
member banks in further reducing their loan.s at the ne.serve Banks and 
put the former in a ptwition tu adopt a inon; liljcral attitude in accommo¬ 
dating the needs of trade. Shortly tlusrcafter business recovery had impres¬ 
sively advanced, a rc.sult which experienced observers connected directly 
with the investment by Ke,scrv<( Banks in government bonds. For all 
practical purpo.se.s, this was the inception of open-market operations as 
an instrument of inoiK!)' nianageinent in the United States. 

The next five years- (1922-1928) wore productive for the Federal Re¬ 
serve System. To the prtiwar concept of serving the occasional needs of 
separate meinher hanks was now addcil the inncli broader horizon of over¬ 
all credit managcMiient. It was a thrilling and challenging adventure. Fur¬ 
thermore it seemed to he one of more than moderate success. The machin¬ 
ery of money maiuigfinotit appeared to he re.sponding sensitively to the 
intentions of the men at the throttle. Particularly were the authorities 
impressed with tin* ei(ic-at;y of their rcccnitly discovered open-market op¬ 
erations. So during this period we find them favoring this new tool but 
usually employing it in conjtinction with the older one—variations in the 
rediscount rate. 

In late 1922 and early 1923, tlie acceU^ration of recovery seemed overly 
rapid, .so the Reserve anthoiities put on the brakes by selling securities in 
the open market and by raising rediscount rates. Production slowed down 
and general business began to declim*. Accordingly restrictive policies 
were reversed in 1924 when seenrititfs were purchased and rates lowered. 
This changed conditions and business volume once more resumed its up¬ 
ward trend. Then in 1923 and 1926 the force of the forward movement 
was slowed down by modmate sales of securities and slight rate increases. 
In 1927, production volume suddt'nly turned downward. This factor, 
coupled with the diifieuUies of certain European nations in maintaining 
the gold standard, canseil the Be,serves Banks to purchase .securities and 
ease rates. This had the effeet of r<-vei siug tin; down trend of business and 
a strong upward movement was started, due to carry on until the crash 
of 1929. 

On the record it began to look as though open-market operations were 
something to cimjnre svitb. It is not surprising therefore to find the Federal 
Resen’e Board in Wa.shington rr,“aching out to grasp this uew magic wand 
with unmistakable finnness. The fir.s*t open-market purchases in 1922 had 
been made by a few separate Re.scr\'c Banks. Within several months they 
had organized a committee to execute purchases and sales through a com- 
aion channel. Then in October of that year an important evolution took 
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placo when this committee was authorized to make policy recommenda¬ 
tions. 

The workings of the new proe«Khjr<; were now beginning to assume 
aspects of national implication, Jn 1923 tin; Fethrral Reserve Board moved 
in. It took over in the name of tins System the informal committee which a 
few Reserve Banks had set up and clothed it with the aura of Board au¬ 
thority. Then for all tw'clve Reserve Bank.s there was created a centralized 
open-market account in which each Bank had an interest. Thereafter the 
principal open-market operations of the System were conducted through 
this channel. No one Bank could he committed without its consent. Thus 
every open-market operation of any consequence from 1923 to early 1936 
received the definite approval of the F<’dcral Reserve Board and was sub¬ 
ject to the choice of each Rc'servc Bank as to its participation." • 

If open-market operations werr; anywhere near as effective over general 
credit conditions as tlie authorities supposed, the situation undoubtedly 
called for centralized administration. 'I'lms through the early 1930’s we 
ob.serve a erystalization of power in the Board and a corresponding dimi¬ 
nution of autonomy on the part of tin; Reserve Bank.s. Finally the Open- 
Market Committee received statutory recognition and in the Banking Act 
of 1935 took the fonn in which we know it today. It was made up of the 
seven members of the Board of Ooveniors and five representatives of the 
Re.scrve Banks, thus vesting tlie Board with effective control. Power over 
open-market oporation.s is absohite and the separate Reserve Banks are 
bound by its determinations, 

While tlie Rcsei've authorities were thus having an absorbing adventure 
at home in the development and application t)f policies of money manage¬ 
ment, events on the international scene were i‘qually stimulating. Led by 
the Federal Re.serve Bank of New York, our officials essayed a major role 
in the attempt to stabilize foreign currencies as part of the broad program 
of the postwar rehabilitation of Fiirope. 

This ellort reflected a feeling conn non to many American businessmen 
that our own interests would best be serveil by a,s.snming responsibilities 
in the world eeoiiomie order. It was hoped to gt‘t trade rmiving freely once 
more. To accompli-sh this it was essential that the existing rapid fluctua¬ 
tions in exchange and wide disparities between currencies be removed. 
The most practical meaius for creating a stable exchangeability of funds 
was a return to the gold standard from which the war had caused many 
nations to depart. Accordingly one country after another restored its 
currency to a gold basis nncler controls imposed by existing or newly 
formed central banking institutions. 

In carrying out these broad purposes it was quite natural that the lead- 
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ing central banks should work together. Hence we find officials of the 
Federal Reserve Bank of New York acting in concert with their opposite 
numbers from tin; Bank of Kiigland, Bank of France, and the Reichsbank. 
Just as at home tlie Federal Reserve .System was meeting with great favor, 
soon the world scene central banks were having a big play. It was their 
Golden Age. 

Bad) year from 1924 to 1928 inclusive saw the return to gold of Euro¬ 
pean powers—Germany, England, Belgium, Italy, and France. In this 
broad movement to stahili/e the currencies important to world trade, our 
Federal Reserve Banks endeavored to cooperate. At one time or another 
we established gold credits in favor of the central banks of England, Bel¬ 
gium, Poland, Italy, and Ronmauia. These credits were not always used. 
Their mere existence S(TV«?d in an (.‘IFcctive way. It was notice to the world 
that the huge resources of the Federal Resei-ve System were in some 
degree pledged to support the msw monetary plans. 

The general terms of tlu^ arrangement with the Bank of England are of 
interest. In 1925 the Federal Re.serv(! Bank of New York, acting for the 
System, agreed for a period of two years to sell gold to the Bank of England 
in amounts which at any one time would not exceed $200 million. Such 
gold was to be paid for hy a credit in st(*rling on the books of the Bank of 
England. Interest was to accrue only on sums used, at rates which in 
general were to be 1 per cent above the rediscount rate in New York. None 
of this credit was drawn upon. 

To make these heavy commitments in gold was quite within our means. 
This was due to a factor which had a bearing of immense significance not 
only upon our own economy but also upon that of other leading nations. 
We were inundated with gold. Just a scant thirty years before, Grover 
Cleveland and J. Pioqjont Morgan had fought a memorable battle to 
prevent the country from ignominiously going off gold. Now we were 
suffering from an embarrassmont of riches. Our monetary gold stocks grew 
from slightly more than $2.5 billion in 1920 to a plateau of about $4.2 
billion in the years from 1924 to 1927. This was a lot of yellow metal. It 
meant even more as a credit potential, .since imports of the precious metal 
were monetized and pcrmittisd to swell the re.serves of the banking system. 

This turn of events raised difficult and far-reaching problems. As other 
nations lost gold and we gained, they faced deflationary tendencies and 
we were confronted with inflationary ones. Such excessive movements 
helped no one. If we wanted to assist in the economic rehabilitation of 
Europe it was important to control them. Hence our newly enthroned 
money managers found themselves vitally concerned with international 
gold movements. 
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The situation was ((uite baiHiiig. We wanted to diminish the influx of 
gold. The traditional method of atromplislnng thi.s was to maintain low 
rediscount rates hen.* as coinpantd to higher ones in Europe, thus creaHng 
in this country a le.ss profitable outlcjt for foreign investments. However 
the ea.sing of our money i at<’S carried ioHulionary implications in the po¬ 
tential expuiKsion of member-bank crerlit. On the other hand high rates in 
this country wovdd tend to attrac;l more gold, and more gold was undoubt¬ 
edly inflationary. 

In c()n.s-cqncnce, our monetary pilots were between the devil and the 
deep sea. They ehost* the pursuit ol easy-money policies here with the hope 
that gold stocks in Eni'ope would increase and deflationary tendencies 
there would he redut-ed. This led to a step in 1927 which at the time and 
ever siiic(‘ has been the suljject of keen cniitrover.sy. With a desire to help 
England in particular, onr rediscount rate was lowered to 3)1 per cent. 
"This plan was entirely jnstilied, not only as a dnly towards our neighbors, 
hut as a matter of self interest - provided the .System was prepared boldly 
to rcver.se this policy as .soon as it might become (evident that excessive ease 
of money wa,s e.xereising an infiationaiy eifect, or that it was over-stimu¬ 
lating speculation. Unmistakahht .synqrloms of such adverse effects became 
evident at the end of 1927." ^ 

The inachim,*ry of money management worked all right in changing the 
gold movement. We lost sonu* $500 million in a twelve-month period be¬ 
ginning in late 1927. Then an inttni sting thing happened. The mechanism 
when put into revetrse ceaseil to function as it had done in the mellow years 
of 1922 to 1927. 

As the year 1928 opened, our Reseive authoritir^s saw that their easy- 
money policies were contributing to a condition of inflation and specula¬ 
tion. The pitfall they feared was now a definite threat. A growing amount 
of credit was being diverted to .speculative purpo.ses—notably into securi¬ 
ties and real estate. With the idea of slowing down this speculative trend, 
the Reserve Banks raisrid redi.scf)nnt rtdes. Between January and July, 
1928, the rate at the New York Bank wa.s raised three times, going from 
.3)» to 5 per cent. Heavy open-market opetrntions were simultaneously 
undertaken until almost all of the Reserve Ranks’ .seeiiritie.s had been sold. 

This was moderately vigorous action but provc*d of only indifferent and 
temporary success. It might have been carried further but for an unfortu¬ 
nate development. A sharp difference of opinion occurred between the 
Federal Reserve Board in Wa.shington and the Reseiwe Banks, The former, 
perhaps reflecting political pressure, opposed additional increases to the 
rediscount rate. It claimed that such action would penalize legitimate 
business and advocated that Reserve Banks discourage speculation by a 
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qualitative deteruiination of the credit extended to member hanks, coupled 
with “moral suasion.” The Iloscirve Banks, on the other hand, being closer 
to the realities of the hu.sines.s* world, knew that credit could not be ear¬ 
marked and favorcid the positive action of making it increasingly more 

costly. 

Thus under conditions or indeci.sion as to inonetaty policies, the specu¬ 
lative frenzy resinned its course, sweeping all before it. From mid-1928 
stock prices sky-rocketed upward in a dizzy spiral, supported by an inordi¬ 
nate expansion of bank credit. Finally in August of 1929, the Reserve 
Board changed its position and apprin’cd a further increase in the redis¬ 
count rate. Thereupon the New York Resei-ve Bank announced a rate of 
6 per cent. This action came too late, as speculation had already reached 
a climax. In Scpti'inher tluf boom in stock prices burst with disastrous 
consequences. The st(ick-i-.\chango panic which ensued ushered in the 
great depression. 

On the surface it appeared that nioiicy management had failed dismally. 
A mountain of credit had lieeii put to .speculative abuse. Rarely, if ever, 
had our economy got into such a mess. Yet never before had it been the 
object of such planned controls. With all of this studied direction, how 
was it that experienced l)u.sin(\ssnu!ii failed correctly to appraise the highly 
explosive situation which had been built up? While some oflScials of tlie 
Fderal Reserve Hanks and other.s‘ sensed the imminence of danger there 
was no real approcialion of its devastating possibilities. 

In hindsight we enjoy a perspective not available during those electric 
limes, There were without doubt some storm signals flying. The difliculty 
lay, as always, not .so much in detecting them but in evaluating them. 
We relied too much on barometers which registered fair and too little on 
those instmments which indicated trouble ahead. 

Contributing to an optimistic complacency in our outlook was the fact 
that since 1922 business had been good—perhaps just a little too good. 
National income rose without recession from $60.7 billion in 1922 to some 
$81.6 billion in 1926. Wage rates forgtxl ahead but prices in general in¬ 
creased only moderati'ly so that real wages registered an advance. Labor 
seemed comparatively content in that the number of workers involved 
in strikes went down from 1,612,000 in 1922 to 829,000 in 1927. Savings 
deposits jumped from about $17 billion in 1922 to $26 billion in 1927. Net 
income of manufacturing eoi’porations was $3.7 billion in 1926 as com¬ 
pared to $2.6 billion in 1922. Reflecting all these favorable aspects, prices 
for industrial stocks advanced from an index of 58.4 per cent in 1922 to 
107 per cent in 1927. 

Thus as our businessmen and economists observed the usual recording 
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instruments, they found little evitliiiice of impending trouble. One of our 
great dilRculties in detecting the oiistrt of a boom-bust sequence is that 
we expect tht) next one to he like tlie last. .•Vcciordiiigly, in the three years 
preceding 1929, we lookr^d f<ir trouble in the direction from which it had 
come in 1919-1929, skyrocketing commodity prices, high inventories, and 
strained bank credit. But as none of these things was present it was easy 
to conclude that all was well. 

Unfortunately, howescr, in taking economic observations we passed 
rather c.rsually over certain factors which in retrospect should have given 
concern. There was the matter of a rapid growth in our stock of monetary 
gold which increased by some 60 per cent between 1920 and 1924, 
This was piled uptni the heavy accretion of the years 1915-1917 so that in 
the period 1924 to 1927 we had in the neighhorhood of 2tl to 2Ji times as 
much inonetuty gold as we hail in 1914. By all tin; economic laws of the 
Medes and the Persians, this growing mountain of gold, because of its 
credit potentials, should have brought with it a condition of inflation. 

When this did not occur at once wc wi‘re thrown off guard. In our 
exuberant “New Lira" philo.sophy we coiielud(;cl that the American econ¬ 
omy bad changed and that tin; oUl laws W(;re no longer working. Actually 
they were-only with delayed effect. The influx of gold (1920-1924) came 
when the incinher hanks were in debt to the lleserve Banks, and the r^ 
serves thus acquired were used ttr retire the debt. Accordingly there was 
a lag, ora condition of creeping inilation. In the end the old principle took 
hold. As th(f memher hanks paid off their loans at the Federal Reserve 
Banks, they wore placed in a position and frame of mind to lend more 
freely to their customers. 

The powder train from that point to a condition of intense speculation 
was set off by the move of our money managers in 1927, reducing the 
cost of credit. This act induced commercial banks to deal even more 
liberally with customens. To provide added loanable funds, member banks 
doubled their own borrowings from the Reserve Banks between 1927 and 
1920. Irrespective of the purpose for which originally created, credit flows 
ultimately to rising markets. Hence in tins years 1927 to 1929, the bulk 
went into speculation in stocks and real ostate. 

The full degree of tlii.s inilation was not diseUxsed by the absolute 
amount of credit outstanding. Many people overlooked another factor. We 
were employing credit more actively. Chock money was moving in and 
out of deposit accounts with coixsidcrnbly more rapidity in 1929 than in 
1924. The situation was particularly marked in New York where the annual 
turnover of deposits at reporting member banks jumped from a rate oi 
56.8 in 1924 to 99.5 in 1029. 
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But it was not so much the direct lending by the commercial banks 
which carried speculation into its final dizzy spiral. It was rather a some- 
whatunusual type, which otir inoiiev managers and hunks failed to control 
and which the "banks were later prohibited from engaging in by the Bank¬ 
ing Act of 1933. The.se were loans made by banks under instructions from 
customers and out of the latters' own funds. Taking advantage of the mad 
desire of speculators to borrow at almost any cost, corporations and indi¬ 
viduals advanced large sums to he loaned in the securities marke.s at high 
interest rates. These "loans for the account of olhcns” ballooned from about 
|2,7 billion at the beginning of 1927 to roughly $6.5 billion in late 1929. 
Thus one section of onr peoplt;, engaged in abnormal lending, piped the 
credit music for the whirling death dance of another scction-the heavily 
borrowing stock gamhha-s. 

The mania for security sp»*cidalioii brought high activity in new-capital 
issues. Corporation and iinaiicial interest.s carried away by the New Era 
philosophy planned expansively anti sptnit aectmlingly. Now issues of 
common stocks jumped frt»m sibout $12 million in 1924 to $371 million 
in 1929. 

Two developments in this field of finance were particularly striking. 
The public utility holding ettmpany and th<‘ investment triust came in for 
much attention and prtivided the mentis for assembling aggregations 
of capital. The former thiviee was not new. For .some years holding com¬ 
panies had been expanding as the more ambitions and successful utility 
operators sought cv<‘r-growing opportunity for invt*.stment. This period 
saw them at the zenith of their power. Favored by keen public interest in 
their securities, these holding company officials floated big capital issues 
and with the proceeds bought control of iimnmenihle local utility operat¬ 
ing companies. The economic justification was that strong financial sup¬ 
port, coupled with centralized management and engineering, brought to 
the local companies facilities beyond their reach as separate entities. This 
concept was sound. The holding c;onipany movement served greatly to 
accelerate the progress of the public utility industry. Unfortunately, how¬ 
ever, it was the type of financial mtichanism which lent itself to abuse 
under the direction of imprinciplcd operators. That there was such abuse 
in important quarters cannot he dt‘ni<*d. 

The investment trust was something new on the American scene and 
perhaps more than anything else characte rized the boom period. In Eng¬ 
land and Scotland it was a vcnerablcj and respected institution. The idea 
was that men experienced in financial matters could manage capital with 
greater success than the average person. Although our securities men 
®i>d bankers had been investing funds for others down through the years, 
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the investment tnist fonrmla impressed us as a great discoveiy. Favored 
by the vigorously rising stcK'k markets of 1922-1929, some of our financial 
interests found it easy to convince theiusidves and others that they were 
endowed with unusual prescience not only in managing investment funds 
but speculative ones as well. 

When these ideas stnick us in the e.vpansive.* atmosphere of the New Era, 
the American people wont overboard in one of the nation’s most hectic 
financial adventures. Hundreds of millions of capital were poured into 
newly organized investment trusts. Large ones were fonned by important 
financial houses. Small ones were fomu'd by Tom, Dick, and Harry in 
cities all over the eoimtry. Some were detlicated to investment, others to 
outright stock gambling. For a while the public was so avid for these 
securities that new olferiiigs were at once bid up to a premium. Investors 
were carried away with the itle[i that the managers of the leading tnists 
posse.s'sed a Midas touch. 

When the .speeulati\'e bubble burst in September, 1929, stocks tumbled 
from their dizzy heights, as .sudehm euiiverts from the New Era philosophy 
nuslied to .sell their holdings. Loan.s were ealled and more .stocks dumped 
on an already overwhelmed market. The meelumism of the New York 
Stock Exchange was unable to keep up with the volume of business and 
frequently the stock tic-ker was an hour or ,so behind actual transactions, 
Literally billions were wiped oil slock s'alues. Paper profits vanished more 
quickly than the pea in a .shell game, 'riiousands oi onr eountiymen lost 
their initial stakes or woke up with loau.s they could not repay, 

The stock cri.sis immediately produced a monetary one. The amateur 
lenders of funds, who had added the most devastating fuel to the specu¬ 
lative conflagration, now began to run for cover. As prices fell, loans were 
called and as loan.s were called price.s plnng<;d further. The old vicious 
circle. It will he recalled that the member banks were heavily in debt at 
the Reserve Banks. In order to permit member banks to substitute new 
loans for those being called and to ea.se the situation by a reduction of 
member-bank borrowings, the V'ederal Reserve Banks acted promptly. 
Without taking tirru! to consult the Open Market (Committee, the Federal 
Reseiwc Bank of New York began buying govimiment securities. Others 
followed. This initiated the most prolonged and ambitious open-market 
operation of the Federal Reserve System. It was at once effective and, by 
early 1930, member banks were largely out of debt. The situation was 
easier and stock prices staged a rally. This proved to be a false recovery. 
Thereafter the downtrend of security prices was resumed and served to 
register a general collapse of the nation’s economy. 



XLVL 


the great depression 


It wolt.1) be wrong to conclude tliat the great de. 
pression into which wc hud been projected was solely the outcome of 
stock speculation or the result <»f tlu' I-e<h'ral Reserve’s casy-money policy 
of 1927. We, like other nations, wi'ie being tossed tibout by forces stem¬ 
ming from World War I. The ('comnnie dl.sturbance was in the nature of 
a global cataclysm due in great nieasnre to the nialadjustments of inter¬ 
national trade, currency probhuns, goveniment (hd)ts, und political diffi¬ 
culties left as an aftermath to that military conflict. 

This was made graphic by the (-vents of \m. Once again we were to 
see illustrated tin* basic principlir of the t)nc-Worldnt!.ss of commerce. In 
May of that year, a venerable banking institution of central Europe, the 
Credit-Anstalt of Vienna, closed its doors. Immediately the shock was felt 
in Berlin because of the inlimate trade ties betwetiu the two nations. 
Except for the Rcichsbank. all the great Herlin banks suspended and as far 
as Germany was* a»ic<*riu‘(l tlu' gold staiidiircl bocamo one in name only. 

Then this earth tivinor fnoved across the? Channel, because English 
banks had large; credits outstanding in (lerinany. An international run on 
sterling balances ensued, and by early fall the hngli.sh institutions were 
making very heavy weather of it. Finally England, that great Merchant 
Prince of nations, was forced oil gold. Vuvions other countries followe . 
Thus as wc (;iitert.-d U).T2, it .seemed that there- Imd gone to .smash through¬ 
out Europe most of the delicate slntetnre which our IVderal Reserve and 
other central banks bad so (jarelnlly built with the hope of giving wor 
trade more fretdy convertible currencies. 

In the face of this widespread m-ed lor more of the yellow metal New 
York became a focal point of pressnrt*. From all over the world deman s 
converged on our large banks, and gold began moving outward in a 
veritable flood. B(.*twocn September, 1931, and June, 1932, we lost upwar s 
of one billion dollars. 

These untoward developments put our banking system under severe 
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strain. Tho Hcsi‘r\'if Dunks had tried without avail to stem the lighted 
powder train in ISurope by making limited credits to central banks. Then 
as the run on American gold gathered force, our credit situation deteri¬ 
orated disastroti.sly, A.s gold was withdrawn for export our member banks 
wi'rt! forced to pnjcurtf large advances from the Reserve Banks and con¬ 
currently proceeded to put heavy pressure upon their borrowing clients 
for payment. Thus the fanner in Iowa, when called up by his local bank, 
might have traced the sequesice of evcMits hack to the failure of the Credit- 
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Anstalt in Vienna, and to the more basic cause that World War I had 
undermined the international economic order. 

For us, as well as for other nations, the principal low of the deflationary 
process came In inid-1932, although to some extent it was continued in 
the following year. Prices dropped sicken ingly until wholesale commodity 
prices were oflF about one-third and farm prices down over 54 per cent, 
Our national income plummeted to $43 billion in 1932 as compared to the 
high of $87.2 billion in 1929. Industrial production dropped to an index of 
58 per cent from 110 per cent. The farmer was in a particularly bad way 
as agricultural income fell from $8.7 billion in 1929 to about $3 billion in 
1932. Worse than that however was the fact that the prices he received de- 
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dined more rapidly than his t‘xpe«scs. Tlte number of unemployed 
throughout the whole economy grew alanningly and in 1933 was esti¬ 
mated to be around 15 nnllion.’ 

This worldwide cldlatioiuiry squ<*cze was pretty grim. Of the great 
powers, France and the United Stales were the only ones still on a full gold 
standard in 1932. Strong as we were, we found tlie going rough indeed. 
The most serious trouble was with our banking system. As prices continu¬ 
ously receded and pressure of liquidation increased, small banks all over 
the country began to fold up. Then word spread that some of the larger 
institutions were in trouble. With all the other gloom which prevailed, the 
atmosphere was ripe for developing a mob fear-complex. It was not 
long in coming. A growing distrust of banks spread through the nation. 
People withdrew currency for hoarding, thus creating new pressure on the 
already weakened financial institutions. 

This run on our banking system became marked in late 1931 following 
the banking collapse in Europe and the huge outflow of our gold. It con¬ 
tinued throughout 1932. Our money managers, the Federal Reserve 
authorities, found themselves overwhelmed and unable to stem the move¬ 
ment, Discount rates were reduced and open-market operations resumed 
on a large scale. In spite of these heroic efforts, liquidation proceeded 
with no appreciable letup in bank failures. 

Things went from bad to worse. Finally Congress was forced to take 
action. In early 1932, the Reconstruction Finance Corporation was organ¬ 
ized to make emergency advances principally to banks and railroads with 
the hope of stemming the tide of failures and of stopping the spread of 
panic. At the same time operations of the Federal Reserve Banks were 
broadened. 

For a time it seemed that order was being restored. The outflow of gold 
was stopped. Member bank indebtedness was reduced to a low figure. 
Pressure of credit liquidation was eased. Unfortunately this was ttie calm 
which preceded the renewal of the hurricane. 

As we approached the end of that disastrous year of 1932, peoples 
nerves were still on edge. Agriculture, business, and banking had taken a 
lot of punishment. A new Administration was coming into power. Tradi¬ 
tionally the Democrats were associated with attitudes unfavorable to 
stable business. The atmosphere was pregnant with uncertainty. 

Into this highly explosive situation Congress tossed a match which many 
blame for the renewal of the banking panic. Congress insisted that the 
Reconstruction Finance Corporation make public the names of the banks 
or companies which had been given financial assistance. The list was 
extensive and made disturbing reading. 
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Alrtiough bank fiiiliin's contiimrtl during the first few weeks of 1933 , 
there wus still lui partieular indication that the fituinciul situation would 
disintegrate completely. Then suddenly in mid-Febmary, the Governor 
of Michigan stumnid the country with tin; declaration of an eight-day bank 
holiday for banks of that statr*. This started the house of cards crumbling. 
Panic not only spread, it sceim’d to explode. Other states took similar 
action and when Franklin D. Roosevelt assumed office on March the 
fourth, only a few of the strongest banks remained open. The almost 
incredible had happened, The banking system, upon which we had built 
such hopes under the direction of the Federal Reserve money-managers, 
was near collapse. Much to our chagrin this was a greater catastrophe than 
that of 1907, 1893, or even 1873. To find any parallel one must go back to 
the days of primitive banking before tire Civil War when we had the 
benefit of neither the Federal Reserve System nor the National Banking 
Act. 

As President Roosevelt assumed the reins of government, economic 
conditions were indeed chaotic. Unfortunately he had declined a proposal 
of the outgoing Chief Executive, Herbert Hoover, for cooperative effort 
during the hectic weeks immediately preceding the inauguration. Once 
installed, however, Roosevelt acted with admirable courage and vigor. 
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Facing the banking panic resolutely, he immediately declared a bank 
holiday for the nation. He urged upon Congress measures to relieve the 
crisis. Roosevelt s own display of confidence did much to allay alarm. His 
declaration, ^‘The only thing we have to fear, is fear itself," was stining 
rhetoric and an effective slogan for reactivating faith in our institutions, 
Operations by our banks were not absolutely suspended in that small 
withdrawals in cash were in some cases permitted for payrolls and essen¬ 
tial living expenses. The holiday served to allow time for the authorities 
to make a quick check to determine which institutions were inherently 
sound. It also gave our people an opportunity to recover their composure. 
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After some ten days* breiitliin^ sp«‘ll. mtl^t of Ihf batiks reoproei^-soni** 
13,000 in number. About onc-tjiiarirr rrowHutJ vlwswl, tying np deposits 
of around $4 billinir. Hoarding < and much of the currency which 
had been put into safe-deposit linxe.s hy tiinoron-if citizens came hack to the 
banks. 

Thenceforward the sitiintinn iinprovnf rjuickly. IIjc hanking crisis had 
been weathered. Nevertheless the exper«'tjet% watpled with depressed 
conditions of business, hud .shukeir otir economy to its fmmdatkm. The 
Roosevelt administration set itself to apply measures of recovery. Con* 
currently and with even more diligence, it pnrsuetl policic,s of reform and 
long-range social objective. 

Considering the urgejicy of our difllcultiifs, many persons felt that re¬ 
covery should have been given a clear priority: that preeminently what 
was needed in the first instance- wa.s to restore the economy to a condition 
of health, This difFerence in viewpoint found the New Deal and the busi¬ 
ness community working at enws purposes. There developed an atmos¬ 
phere of mutual distrust. Ik-acting to thi,s', and impatient witli the slow 
normal processes of recovery, the Administration pressed for deeper gov¬ 
ernmental penetration into the economic order. Increased federal regula¬ 
tion and far-reaching controls became fixed principles of the New Deal. 

Thus in the next few years the fields of money and banking came in for 
quite a going-over. Between 1933 and 1935 important changes were made. 
While the money managers of the Federal lleserve System were permitted 
to carry on their usual functions, the New Deal attempted some broad 
reforms and startling innovations. 

In net result governmental bodies, the Treasury and the Federal Reserve 
Boai-d, gained in power. At the outset, acting under congressional author¬ 
ity, the Treasury expropriated or called in all monetary gold and bullion. 
Provision was made for withdrawing gold certificates from circulation. 
Brusquely thrown overboard was the traditional principle of the gold con¬ 
vertibility of our currency for which we had fought so desperately from 
1870 to 1900. With the Treasury thus in actual custody of our gold, the 
situation was something akin to the Independent Treasury system whi^ 
had pi-evalled from before the Civil War down to the adoption of the 
Federal Reserve Act. , 

Then in January, 1934, with the passage of the Gold Reserve Act, the 
New Deal undertook one of the most adventurous economic experiments 
ever attempted by our government. This was prompted by the search to 
find some quick and easy road to recovery. The dollar was devalue in 
terms of gold. By so doing it was hoped to raise the g^exal level of pnees 
and get business going in greater volume. The idea of being able to decree 
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a condition of recovery by saying “Lo, let there be higher prices!" was a 
thought which had strong appeal to some of the President’s advisors, 
Acting with Congressional authority, the President announced that 
thenceforward the Treasuiy woiihl pay .$35 an ounce for gold instead of 
the former price of $20.67. Giving effect to this change there was an 
increase in the dollar value of gold held by the Treasury-a gain of some 
$2.8 billion. This was to be used by the President and the Secretary of 
the Treasury in stabilizing the new dollar in foreign exchange and in 
fostering an improved domestic currency situation. 

As to the main objective of this ambitious experiment in currency tinker¬ 
ing, a broad rise in the price level, it cannot be said that any impressive 
success was attained. The scheme was no doubt disappointing to its spon¬ 
sors. While prices subsequently moved up slightly, there were other forces 
at work. Moreover the pos.s'ibility of further devaluation was definitely 
disturbing to business confidence. 

The Administration pre.ssed forward with its measures for reform, and 
legislation was passed separating the functions of commercial and invest¬ 
ment banking. Rcstriction.s were impo.sed on the extension of credit in the 
fields of securities, commodities, and real estate. Finally, a comprehensive 
system of insuring bank deposits was inaugurated. All member banks were 
required to join the Federal Deposit Insurance Corporation, and other 
financial institutions given the opportunity to become members. Bank 
deposits were guaranteed up to a sum of $5000 for any one depositor. In 
this general overhaul of the banking and monetary systems, the Federal 
Reserve Board, in reality an agency of the government, emerged with en¬ 
hanced authority and a new name—the Board of Governors of the Federal 
Reserve System. 

Meanwhile, as we have noted in a previous chapter, the New Deal was 
vigorously pushing its program in other areas. To improve the position 
of the farmer and organized labor important laws were enacted. Notable 
among these was the National Industrial Recovery Act passed in 1933. 
It was an ambitious attempt to raise wages by stabilizing competitive 
conditions in our many industries. Following its application through the 
National Recovery Administration (NRA), there was a slight improvement 

in business, which petered out in 1934. 

Nor did money management as exercised by the Federal Reserve au¬ 
thorities appear more successful. Credit was cheap and plentiful but found 
few takers. Confidence was lacking. Businessmen will not borrow to ex¬ 
pand operations unless they can look forward to reasonably predictable 
future conditions and opportunities for profit. The New Deal negative 
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such outlook by its experimentaUsm aiicJ appnrmt lack of undmtanding 

of the practical needs of our economy. t ttm 

After the NRA was declared uncoiistittttional in May of I_ 
picked up and an impressive .swing of recovery ^Tovem- 

Sneeuragingtrend was accelerated In im by an inflationary art of gov-em 

ment A $2bilHon soldiers' bonus was 

more impressive and attained a high rate in the first part of 1 & 37 . Prt^s 
were mounting, and confidence improving. The thing that the Admm 
tration was striving for seemed here. The situation, however, brought no 
peace of mind. Tlie Administration and our money managers were «ta- 
denly seized with a new worry. They had fed the patient so roue * 
lant that they now became concerned lest he had gone off ® ’ 

Could it be that recovery had turned into a dangerously 
spiral? Fresh in memory were the mistakes of 1927-1929. It was eci 

to apply the brakes. t xx. a ¥ f iirtp 

Ihis gave the money managers an opportunity to use for , 

thepowerfalnew tool which had been accorded them under the New ueai 
banking legislation. Reserve requirements of member ^ 

creased three times between August of 1930 and May of ^ 
dure is designed to make credit relatively scarce. The older 
that of varying the rediscount rate, obviously seeks direedy to con 
price of credit. In conjunction with the increase of member- an re 
requirements, gold was sterilized and the Administration wame 
someprices were dangerously high. • 

These measures took hold more quickly than had been e^ec . . j 
the high in 1937 to the low of 1938 commodity prices , 

of 88 to 78 per cent; industrial production from 113 o p ' 
stock prices from 118 to 90 per cent. While the _.ai 

tions was accepted by many as the proximate cause o us a— oug 
there were various factors which made the economy vu ^ Iniraline 
•hem w»e the lag to the recevety dtotobte gooa> tndustnw 
costs of manufacturing, and relapse in the rate of govemm 

An outstanding characteristic of these years was ^ 

greater force of the influx of gold. When in 1934 the 
and the Treasury started paying $35 per ounce for go , ^ ^ a 

was attracteTS^us like to a magnet. a Ae 

end of 1934 of $8.2 biUion, our suppHes _f ^api. 

end of 1938. Then the movement became accelera ® / S 

tal from Europe and the purchase of ^.SrTvSd 

War li grew from threat to reality. At the end of 1941 our monetary gold 
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BUSINESS GOES TO WAR 
World War 1 


free enterprise system has been distinguished 
for two principal accomplishments. It has enabled us to maintain a rising 
standard of living, Beyond that it has provided us with the means of ward¬ 
ing off the armed threats of aggressor nations which might have made us 
a subject people. Freedom has engendered not only the will but the capac¬ 
ity to remain free. Similarly by this same strength we have assisted other 
like-minded people to retain their liberties. 

The waging of modern warfare requires the existence of a highly inte¬ 
grated system of production machinery and transportation facilities. In 
themselves however these things are barren. The activating element is the 
skill required to operate them, It is this “know-how” of industrial produc¬ 
tion which is essential to the attainment of military victory. 

That we possessed these abilities may be attributed to a system of gov¬ 
ernment which left business relatively free to pursue courses of its own 
determining for the purpose of making profits, Our people were favored 
with a political environment conducive to chance-taking and the develop¬ 
ment of a multitude of small enterprises, Moreover there was wide oppor¬ 
tunity for the fittest of these to expand. Business was permitted to develop 
and become big. 

These policies paid off well. A myriad of little plants throughout the 
country gave us abundant resources in trained men and facilities. Particu¬ 
larly important was the contribution of our large companies. The experi¬ 
ence gained in the quantity production of peacetime goods enabled us 
to meet the extraordinary necessities of our armed forces. When the pres¬ 
sure for vast supplies of armament became most urgent we turned to 
great concerns like Ford, General Motors, United States Steel, General 
Electric, Westin^ouse, Standard Oil, and a host of others. 
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'Hn's Aninricati Itowt^vcT, Auffc-rj? from the defects of its qualities. 

Both jjovernmont and ))u?i5nes?i ai <* slow to bceoiTie aroused to the threat of 
war. Moreover we are awkward in the transition from the liberties of a 
peace economy to the authoritarian cmitrols involved in armed conflict. 
As a (lerruKTatic people public opinion directs our policies, 

But once cHnnn«(U‘d to war this free systcMU^s response fulfills the highest 
expectatioav, Altlumgh at first mobili/ation is slew and bungling, in the 
end a coordination of effort is achiev(*d that is more effective than those of 
totalitarian govt'niinents, Superior power derive.s from the fact that our 
people? liave been traiiu^d in self-reliance and resourcefulness through the 
play of a competitive economy. Thus in two great world wars the American 
sy.sleni has oiit-inv(‘ntcd, out-planned, otit-procluccd, and out-fought the 
most powerful aggressor imlioiis. Not alway.s did we get there ^'fustesf but 
before the final bell we got th(?r<i abundantly with the “mostest.^ 

It is common to speak of goverinn(mt\s direction of war production. This 
is, in a way, misleading. While the center of the vast web of organization 
lias been the federal capital, the actual management of this phase of the 
war effort in botli world wars has be(?n in the hands of businessmen. 
They have convened in Washington during the emergencies to plan, co¬ 
ordinate, and carry out the huge programs for meeting the needs of the 
militaiy. For the most part these were voluntary acts of self-organization 
by those called upon to produce the weapons of war. 

Our entrance into World War I as a shooting combatant in April, 1917, 
followed a period of warning and threat during most of which our people 
were torn by two divergcnit schools of thought. One saw war for us as 
more than probable and urged strenuous rearmament Campaigning vig¬ 
orously for this course was ex-President Theodore Roosevelt. He struck the 
keynote for his side when he declared, ‘To an infinitely greater degree 
than ever before, the outcome depends upon long preparation in advance, 
and upon the skillful and unified use of the nations entire social and 
industrial no less than military power.”' 

On the other side were a great body of public opinion and leading mem- 
bei's of government who sincerely believed that we could avoid involve¬ 
ment in the European conflict. Most influential of these was President 
Woodrow Wilson who had once made the unfortunate remark about a 
people “being too proud to fight.” His supporters in the campaign of 1916 
urged his reelcction on the ground that he had kept us out of war. 

The basic premise upon which this second group depended was that 
the mere possession of araiament tended to foment war. They opposed 
our preparing for eventualities because they argued that such a course 
would either invite attack by Germany or as a nation we would become 
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'trigger happy.” This point of view was activated by widespread propa* 
ganda of peace societies advocating disamiamcnt. Th^ refused to m»g- 
dze that aggression was still a force in world affairs and that the pos¬ 
session of arms was a means of defense and of discouraging predatory 
warfare. 

Thus the Wilson Administration and Congress followed a policy of post¬ 
poning important steps toward preparedness. During long months in 1914, 
1915, and most of 1916, while England and P'rance poured out their heart's 
blood to hold the Hun, little was done toward getting ourselves ready for 
active warfare. Nevertheless there was mounting unrest about “peace at 
any price," Some constructive moves had been undertaken. 

Among these were our first steps toward industrial mobilization, Con¬ 
gress had authorized an ambitious program of naval construction. For 
assistance in carrying this out there had been appointed the Naval Con- 
iulting Board, It was composed of representatives of leading scientific so- 
aieties under the chairmanship of Thomas A. Edison. 

This board, knowing that production was the key to successful modem 
var, turned to experienced manufacturers for assistance and formed the 
-ndustrial Preparedness Committee. Financed largely by businessmen, 
this new group undertook to compile a list of our manufacturing plants 
adaptable to war work. But it did something even more important. Sparked 
by the driving energy of its chairman, Howard E. CofiSn of the Hudson 
Motor Company, Detroit, it performed what was in effect a Paul Revere's 
Ride for industrial preparedness. Through a national organization of state 
committees and with excellent newspaper support businessmen were 
mllied to the cause, “To Mr, Coffin, more than any other Individual, is 
due the evocation of the pre-war movement for industrial preparedness, 
so far as its popular aspect was concerned.” * By the fall of 1916 facihties 
reports had been secured from twenty thousand plants throughout the 
country. 

Meanwhile the government had become further aroused. The Army 
Appropriations Act was passed in August, 1916. Among other things pro¬ 
vision was made for the creation of a Council of National Defense to be 
composed of six Cabinet members: the Secretaries of War, Navy, Interior, 
Agriculture, Commerce, and Labor. This reflected the new viewpoint as 
to the comprehensive nature of modern warfare. It was an excellent j)r- 
ganizational step. More important was another authority in the Act: As 
a coroUaiy to the council proper, the act provided for the advisory coin- 
mission* of the council, to consist of seven persons appointed by the Presi¬ 
dent upon the recommendation of that body, each of whom shcmld be 
specially qualified for some particular line of endeavor which would make 
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his services of peculiar value. The commissioners were to serve without 
compensation.” * From these grants of power were to come important 
consequences. They provided the legislative authority by which we in¬ 
itiated industrial mobiliaation for two world wars. 

In October, 1916, just a scant six months before our entrance into the 
war, the Council of National Defense and the Advisory Commission were 
formally organized, In the latter there immediately began a nlagciflf at i nn 
of responsibilities and their allocation to certain committees from which 
there would shortly develop the principal agencies of World War I. “Thus 
in the course of development the committee on transportation became by 
act of Congress the Railroad Administration; the committee on coal was 
the forerunner of the Fuel Administration; the Food Administration 
emerged from another committee; from others came the Shipping Board 
and War Trade Board; and through a series of developments ... emerged 
the Wat Industries Board, which played such an important role in direct¬ 
ing the whole ramification of the country’s industrial life to the purposes 
of the war.” * 

As the Advisory Commission took up the work of organizing for war 
production the situation in this country was not reassuring. Many facil¬ 
ities were already under strain in meeting the needs of our allies, Pro¬ 
curement activities of the government were in a mess and lacked even a 
vestige of coordination. There were some forty different bureaus or groups 
each doing its own purchasing. The Army alone had from five to eight 
procurement departments. It was cut-throat competition among govern¬ 
ment agencies to see which could first lay claim to goods. 

The satisfaction of war needs in a highly industrialized economy is no 
simple matter. The placing of each contract is like dropping a stone into 
a mill pond. Waves of effect spread over the whole economy and even 
into foreign countries. Consider the matter of an order for motor tmcks. 
Its execution, of course, involves a multitude of subcontracts. Completion 
of these has wide ramifications. In the end the impact of the basic order 
may be felt at iron mines, copper mines, coal mines, rubber plantations, 
blast furnaces, coke ovens, steel mills, motor plants, electrical factories, 
and by public utilities and railroads. Moreover the interrelation involves a 
veiy delicate balance. A bottleneck at the coke ovens may mean less pig 
iron, then less steel, perhaps no crank shafts, and finally no motor trucks. 

In coming to grips with the confusion which prevailed in government 
procurement, the Advisory Commission faced an issue which was basic. 
Many persons urged that we concentrate all government war purchasing 
in one agency, something in the nature of a Ministry of Munitions. While 
the idea was sound in the abstract, it meant a complete revolution in the 
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outside, new industry conunittees were organized to represent the re¬ 
spective industries. This provided government and business with oKann^ b 
of contact through wliich information could be secured and directions 
transmitted. Subsequently the United States Chamber of Commerce.took 
the responsibility of organizing these outside “war service committees." 

In order to accomplish its task of gutting the most out of our productive 
machinery, the new Wat Industries Board needed the power of final 
decision as to tlie use of out resources and facilities. In required authority 
to detennine relative priorities as between the Army, the Navy, our allies, 
ship building, and civilian necessities. This meant the wielding of a Big 
Stick. What Congress and the Executive had given the Board, however, 
was a very little one. Legally they could act only in an advisory capacity, 
a role inevitably enlisting little if any respect. Perhaps nowhere is any 
deeper sense of futility experienced than in attempting to “advise” the 
Army or the Navy out of some course they wish to pursue. The military 
services had about as much enthu.siasm for an authoritative War Industries 
Board as the groom for a .shotgun wedding. 

Hugh S. Johnson, who was an Army representative on the War Industries 
Board in World War I, subsequently wrote: “It is not serving the public 
interest to withhold the observation that the American Army Supply 
System just didn't work. It didn’t work because there was no proper co¬ 
ordination and organization of purchase bureaus.. . . Tlie supply system 
was just a cluster of jealous and ancient bureaus. They fought the ex¬ 
terior control of the War Industries Board at every step even after we had 
contrived a plan of integration that put their men in control of practically 
every economic unit.”' 

Deriving in great part from this absence of well-defined power was the 
fact that the War Industries Board as first constituted appeared uncertain 
of itself and lacking in aggressive purpose as well as in a proper delega¬ 
tion of authority among its executives. Things seemed to stall on dead 
center and other types of organization were proposed. 

Even though at its first meeting Secretary of War Baker had announced 
unstinted support for the War Industries Board, he subsequently experi¬ 
enced a change of heart. “Perhaps in despair of the Board’s lack of vigor, 
Mr. Baker found his promise invalid, surrendered to the steam roller of 
the Army’s eager will to dominate, and thus came to seek a way out in 
that plan of military replacement of the War Industries Board by an 
organization within the Army with which Mr. E. R. Stettinius was con¬ 
nected.” * 

Meanwhile, although at the cost of precious time, we were learning. 
We had had enough contact with actual day-to-day problems to know 
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ever possible. These were discussed around Ihe table and each representa¬ 
tive began to get an idea of the over-all picturer It did much to take off the 
sharp edge of partisanship. 

Erom the Requirements Division these estimates were referred to the 
respective commodity sections of the W. I, B. where they were employed 
in connection with plans for increasing production and programs for cur¬ 
tailing the less essential uses of critical materials. After studying these 
estimates or proposed orders, the commodity sections would return them 
to the originating department with recommendations as to how they might 
best be filled. It should be noted that the W. L B* did not have the power 
of final decision on requirements except through the exercise of its preroga¬ 
tive of issuing priority ratings. Nevertheless the establishment of the Re¬ 
quirements Division was a step of excellent wartime organization, smooth¬ 
ing the way and coordinating many conflicting programs. It also served 
to enhance the prestige of the W. I. B. as top arbiter of production. 

So much for the control of materials and products. As a matter of 
chronology, the problem of prices was the first to become acute in World 
War I, Even before our entrance, responding to the demands of our allies, 
events in the price field cast an ominous shadow. Then when we declared 
war prices sky-rocketed. Between the spring of 1915 and July, 1917, pig 
iron rose from $12.59 a ton to $52.50, and Bessemer steel billets from 
$19.50 to $95, Similarly, but in varying degree, prices advanced for fin¬ 
ished machinery, food, clothing, and other products. 

The beginning of the price-fixing period of World War I was not long 
ddayed. In August of 1917, about five months after our declaration of 
war, the President promulgated a schedule of prices for bituminous coal. 
A month later he fixed prices for copper and then for iron and steel. There¬ 
after, three war agencies continued to prepare price schedules most of 
which were issued in the President's name. These agencies were the War 
Industries Board (Price-Fixing Committee), the Fuel Administration, and 
the Food Administration. The first concerned itself largely with basic 
niaterials and commodities going into manufacturing processes while the 
latter two were involved extensively in fixing prices to the consumer in 
their respective spheres. 

The area of price fixing grew, step by step, as shortages developed pi 
various materials and products. Activat^ by a desire to limit.government 
intervention, the agencies usually waited until the demand-supply situa¬ 
tion had become critical. 

The procedure was an adventure in expediency. There was no over-all 
authority from Congress for price fixing. The President's power to act in 
this field rested upon liberal and perhaps somewhat strained interpreta- 
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World War Il-Part One 


T 

t ■ 7 “® fumbling course of developing an organization 

or directing war production in World War II was similar to that in World 
War I. It was heartbreakingly so. We acted as though we had never before 
been confronted with such problems. For long and trying months we 
bmshed aside the valuable experience gained in the first conflict. We re¬ 
peated rnany of the old errors and invented some new ones. 

To make this record all the more remarkable is the fact that within hali¬ 
ng distaime of the White House was the man who had made such a dis- 

®amch. During the interval he had pointed out time and again 
® ^ successful war production organization. He had urged 

dustrial preparedness. In fact he had written a textbook on the subject. 

Iw experience was largely ignored 

by those directing the war effort. Finally the simple principles which he 

the show ^ applied. We then began to get on with 

At the outset of the preparedness-war-effort we attempted the advisory 

fir!f'w!* which had so signally shown its weakness in the 

rst conflict. The National Defense Advisory Commission, a chairmanless 

1941. Then, taking a half- 
e s ep orward, President Roosevelt tried a two-headed organiza- 
onal expenment-the Office of Production Management (0PM). To 
^ ^^PP y* Priorities, and Allocations Board was later ap- 
pointed. This second stage lasted roughly one year from January, 1941. to 
corresponded to that trying time in World War I when 
Board was struggling to succeed without adequate 
power. Ultimately President Roosevelt was forced to delegate full author- 
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its existence was marked by that aliment known in the national capital as 
Washingtonitis—or second*degree frustration. Nevertheless, in spite of its 
shadowy status and a divided opinion among its members as to the urgency 
(rf preparedness, some accomplishments were chalked up. 

Among the most significant of these were the advances made In ooorol- 
nation of procurement and the e.stablishinent of procedures for placing 
contracts for a defense program. At an early date Donald M. Nelson, Vice- 
President of Sears Roebuck, was brought in and made Coordinator of 
Defense Purchases. With rate tact and skill he succeeded in securing the 
cooperation of the old, traditional purchasing agencies. As the program 
opened up, the Commission was also instrumental in working out means 
whereby the Army and Navy might negotiate contracts with manufac¬ 
turers witlwut adhering to the statutory provision for competitive bidding. 
By such means production could be spread over a wide range of com¬ 
panies according to availability of facilities and labor supply. It was an 
essential concomitant to efficiently planned procurement. 

These steps smootlied tlie way on the government’s side. From the stand¬ 
point of those who were expected to take these large Army and Navy con¬ 
tracts there were other problems. Our involvement in a shooting war still 
seemed quite remote, Munitions work might prove to be but temporary. 
Inasmuch as these huge orders frequently imposed the necessity o a ^ - 
ing to existing plants or of building new ones, the question arose as to 
how they were to be financed. A manufacturer might vvish to 
one of these contracts but he obviously could not invest his stockho ers 
money in specialized faciUties unless he had good prospects of reimburse¬ 
ment. Even if the defense product were identical with his peacetime one, 
there was no assurance that increased plant capacity could be made to 


pay its way. 

Several constructive procedures were worked out by the gove^men o 
break the log jam which threatened for a while to siyme whole 
defense pros^ram* Over considerable opposition and in spi e o e 
official inertia, the NDAC succeeded in getting Congress to pass an amend- 
ment to the income tax law which permitted newly constructed drfense 
plants and facilities to be depreciated over a fiv^year penod for purposes 
of computing income taxes. This was in effect incentive ta^ ion. 

A more positive approach to the problem was taken by Co^ess when 
it enacted legislation, approved by the President on June 
thorizing emergency defense financing by the Reconstruction Finance 
Corporation, This proved to be one of the most important measures of our 
industrial mobilization. The RFC was granted the power to nrake loans 
for acquiring, producing, or stockpiling strategic raw materials and for 



45S 


THK epic of AMERICAN INDUSTRY 


ptan. . leaso 

fonnpcl the Rubber Reserve Ccunnanv M,! .un 1" 

Knudscn. By'S""/, te p«,^'m ^ 

fcL zz sil. 

portation system also dk\ nuM nation's trans- 

«n« zs,rrt -"'™ “^S::uZ;2t 

in part to Budd-s (mcslgl.w p3"g “"' “X >“ <™l«»i 

threateIJnc found the anti-trust law spectre 

De^aSt “nfl-t. This tirj^the 

wanted them broken up into little^nH-"'"" P companies. It 

binness thar flmt i? i. ^ pieces. But it was because of their very 

SiL ions Navy. Only laS 

the essential’war producing in sufficient volume 

foreXles b^^ as toluene 

aviation Leon Henrllp*^^ or synthetic rubber, and 100-octane gas for our 

thTSartaent^rw^^^ "PP°>“'«d to wLtle with 

campaien and tbi. L * ® succeeded in securing postponement of this 

Iho ^growing w.rTeSaSZn'^' “" 

situation and inten^^^f drew near various factors combined to clarify the 
of the way. As to the rndefeiise efforts. The national election was out 
seriously aroused Thp A P“^^“ opinion had become more 

had olCn wester -vincible in their might. 

andtheNeorPoef n * pointed toward the Balkans 

fronts as well as / ^ ul Mediterranean was threatened. On these 
Her position bnw” ^ of all the great powers Britain stood alone. 
It was UD to us fn precarious and her resources were dwindling, 

in world^conquest.^^'"* sopport in a major way or see the Axis triumph 

war was i^^rafof extensive effort in producing the goods of 

ZnZ niS “5e"cy for InduMal mobilirato .» 

urgeouy needed. The NDAO had aB loo patently shown the wedmrt. 



PRODUCTION FOR VICTORY 


453 


arising from lack of authority. It was a pigeon well on its way to early 
demise. 

Finally on January 7, 1941, expectancy was fulfilled by the announce¬ 
ment of the establishment of the Office of Production Management to 
direct the production program. As a Board It was composed of the Secre¬ 
tary of War, the Secretary of the Navy, William S. Knudsen, and Sidney 
Hillman. From an administrative standpoint, it was made part of the Office 
of Emergency Management of the Executive Office of the President. But 
even those inured to the organizational vagaries of the New Deal were 
taken aback. This new Office not only had one head but two, as if to make 
up for the fact that the NDAC had been without any. William S, Knudsen 
was designated Director General of the OPM and Sidney Hillman, Asso¬ 
ciate Director General. 

When asked at a press conference to explain this curious setup, the 
President had this to say: * 

“Q: Why is it you don’t want a single responsible head? 

The President: I have a single responsible head; his name is Knudsen 
and Hillman. 

Q; Two heads. 

The President: No, that’s one head , . 

Experienced observers of the Washington scene had no difficulty in dis¬ 
cerning that, in spite of the two Directors General, signals for the new 
squad would still be called by the Head Coach. 

The responsibiUties delegated to the OPM were simple enough. It was 
to accelerate the production of military goods and materials, as well as 
to increase facilities for their manufacture; make recommendations as to 
priorities and deal with them; and it was to coordinate ^vemm^t pur¬ 
chasing. For advisory purposes there was to be a Priorities B^r o sue, 
all named by the President. The actual work of this so-called Office was 
to be divided among three principal divisions-those of Production, Priori¬ 
This was the “functional" approach beloved by planners and chartists. 
It was beautiful to behold on paper. In practice it just did not work. It was 
soon discovered that a company with war contracts was being whistled 
at by three different boys all on the same block, frequently with widely 

differing intent. , , . j. 

What industry wanted in order to get on with war business was a coordi¬ 
nation of government direction and one central place to go to for informa¬ 
tion and assistance, What government needed was a mechanism within 
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industry tlirough which govenunent might deal with a truly reuresente 
tive group in each industry for the purpose of securing advice^on LS 
of procurement and production. The provision of such machin^t S 
for no act of inventive genius. It had been the basic principle up^ 3 
Baruch had built the successful War Industries Board of WorRaT 
Conforming to th^ese obvious rerpiirements, after almost six months of 
hectic experience the OPM in June of 1941 adopted the plan“m. 
modity Sections and Industry Advisory Committees. This was a forward 
organizahonal step. Its practical value is shown by the fact that it endured 
In Ae waT'”‘ convolutions of Washington bureaucracy right to the 

inslllf J n? Advisoiy Committees provides a stimulating 

instance of cooperation between government and business. In the OPM 
the pro^ara for their organization got off to a good start when Donald 

^ “ P^'rtner in tlie New York investment 

^ Goldman, Sachs & Company, to head up this work. 

Weinberg knew business leaders in practically every indusby and pos- 
sessed their conBdence. Having laid out simple, common-sense provisions 

slST® holding meetings, the program went ahead 

1945, upwards of one thousand such com- 
and WPB of which 786 were active. 

nn?! industries had served as committee members 

and over 5,000 committee meetings had been held. 

While the work of tliese Industry Committees was essential to the mo- 
1 iza ion of industry, it was at the same time a form of cooperation 
betvveen business units which might later be challenged by the Depart¬ 
ment of Justice under our anti-trust statutes. "We had to steer a difficult 
course jBe need for co-operation in industry under our direc¬ 

tion and the difficulties presented by the anti-tnist statutes.” * 

ace with this anomalous situation, the Attorney General attempted 
indulgence. In a formal letter he stated in effect that mem- 
so e industry committees would be ?ree from prosecution by the 
?£ committees were formed at the instance of 

01 * 0 members were chosen by government and were gen- 
y representative of the particular industry* and provided their actions 
advicie and making recommendations to govem- 
f were drawn under this ruling were fuzzy 

Tk ni. ^ ongress summoned its strength to face up to the problem. 

^ ^ airman o WPB was given power, in consultation with the Attor- 
y enera, to issue Certificates of Immunity to companies whose co^ 
opera ion was needed in the successful prosecution of the war. Thus long 
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did we cling in two World Wars to the cherished principle of wide open 

competition. ^ ^ uu 

To the few businessmen then in Washington endeavoring to get on with 
a production program, the year 1941 was perhaps the most trying of the 
whole war period. The tide setting us into the conflict was running with 
growing force. At the same time oIBcial Washington was still split into two 
groups—those who believed that for us war was inevitable and those who 
thought our part was simply to act as an arsenal for the British, 

Meanwhile, as a result of our preparedness measures, war orders were 
being placed in a mounting crescendo. The President had called for the 
construction of 50,000 airplanes and a two-ocean navy. He had forced 
through the Lend Lease program. With a fatal synchronism multitudinous 
contracts for war goods converged into a massive river of demand upon 
our suppliers of raw materials, notably steel, aluminum, and copper. 

As serious shortages began to pinch them, manufacturers turned to 
priorities for relief and suddenly the 0PM was deluged with applications. 
It was like a ‘‘flash-flood” in a mountain country. Each mail brought in¬ 
creased demands. Unable to cope with this unexpected turn of events, 
the priorities machinery of the 0PM broke down badly. 

In attempting to restore order on the priorities front, the President took 
a characteristic step. He had a passion for creating new agencies and 
a short memory as to responsibilities previously delegated. Having kept 
the 0PM under leading-strings to the White House, he now avoided what 
was obviously needed—its complete reorganization. Instead he adopted 
temporizing measures and appointed a new board to be superimposed 
upon the old. 

The Supply, Priorities, and Allocations Board, set up on August 28, 
1941, was to be the chief overlord in carving up the supply of scarce ma¬ 
terials. It was to decide how much was to be apportioned to the needs 
of the Army, Navy, Maritime Commission, Lend-Lease, and civilian ne¬ 
cessities. It was likewise to determine the relative priority of competing 
sections of the civilian economy. 

SPAB was made up of the four members of the 0PM board, to whom 
were added the White House favorites, Leon Henderson, Harry Hopkins, 
and Henry Wallace. Thus when Knudsen, Hillman, Stimson, and Knox sat 
around the table they were OPM. When, however, Hopkins, Henderson 
and Wallace joined them, they became SPAB and had complete authority 
over themselves on priority matters. Donald M. Nelson was made Execu¬ 
tive Director of SPAB and Director of the Priorities Division of OPM, 
functions he was supposed to perform without the use of mirrors. 

Human nature, however, is wonderfully adaptable. In spite of this 
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confused setup, the principals in question achieved some success in 
ting on with the war effort. A start was made toward securing ovef-aD 
estimates of our requirements and productive capacity in varied critical 
materials. At long last, priority ratings were made mandatory. An all-out 
program of production was determined upon for certain mater Js and 

SilurecSomy.'''^® maintaining a healthy, effective 

This was the situation that prevailed at the time of Pearl Harbor He 

motions and had made some progress. Nevertheless, the organization was 
authniS!”' simplification of stmeture and coLentration of 

whJ mlrnf'T Washington gi-apevine began to vibrate 

tI f ^eorganis^ation. and the appointment of a produc 
tion czar. The ohmax was not long in coming. ^ 

In Its unfolding an incident of dramatic human-interest occurred. Wil- 

a? hif unremittingly 

at his task in spite of rumors and the loss of prestige in the formabbn 

preparedness-war 

pnnnti! ^ ^ inspiring standard of self-dedication to his 

country s needs. Soine of the President’s advisors, however, felt that Knud- 

TheiV enough with the program of conversion. 

.. ^ quick changes in the military situation. Opposi- 

tion grew apace* ^ 

wi?h"flTh^^ ^ k office as usual, striving to cope 

rft^mnl^ of *at Winter 

burst in and laid on his desk a scrap torn from 

dS M ^vT ® *be President had just^designated 

cZil k ■. k '“/"k °P Production. Knudsen as Dkector 

from fbe ^^bmued. Not even a word in advance or a thank-you 

zen Pnr was a cavalier way to treat a distinguished oiti- 

un iinriia kl°* 0 years, without adequate autlrority Knudsen had stood 
nL^oHcm k f'^^^'^tfons which would have sent men with less 

of ^ be said at once that the announcement 

Tn nr» ^ suipris© to Nclsoii as It was to Knudsen, 

thp * k® j Nelson as Chairman of the War Production Board, 

tip jpiplot" j ^ brought himself to do what had long been needed. 

P»d»o«on to 0=0 ,L. It w.. ft. 
'“'J reluctantly ford when 
Baru,* aa head of the War luduatriea Board of World War I, 
ter President Roosevelts experience with NDAC, 0PM, and SPAB, he 
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had finally become conviiicccl that thi? aU-<)ut war effort applied to Wftsh- 
iagton agencies as well as to industrial productiorir In order to assure ade< 
quatepower he allowed Nelson to draw up the Executive Order establish* 
ingtheWPB. 

This order, promulgated on January 16,1942, gave to *Tlie Chairman 
of the War Production Board, with the advice and assistance of the Board 
I. .“‘complete authority over all government purchasing as well as over 
industrial production, both for war and for die civilian economy; power 
to determine allocations and priorities as to materials and facilities; and 
finally it was provided that the Army and Navy Munitions Board was to 
report to the President through the Chairman of the War Production 
fiOBld. 

Hardly had Donald Nelson seated himself at his new desk before he 
was called upon to make perhaps the most critical decision of his whole 
war service. This was one which had the armed services on tenterhooks. 
Should he take over all government war procurement? Having drawn 
the substance of the executive order which established his power. It was 
no mere slip of the pen that found the Chairman of the WPB in a posi¬ 
tion to do so if he wished. Moreover there was a mounting tide of opinion 
which believed that only by centralizing government purchasing could 
we effectively organize production. The long corridors in the Senate and 
House office buildings resounded to such expressions. Throughout the 
country manufacturers harassed by the competitive efforts of Army and 
Navy "expediters” were strong for the idea. 

Without hesitation, however, Nelson rejected proposals for centralized 
purchasing or for a “ministry of munitions." Seemingly this was most wise. 

It was the same conclusion which Bernard Baruch had reached under 
similar conditions in World War I. Accordingly the actual placing of war 
contracts was left with the Army, Navy, Maritime Commission, and other 
agencies but, as the WPB perfected its organization, a higher degree of 
coordination was achieved. 

It took time and sevmral internal shake-ups to achieve a well-knit organi¬ 
zation for the WPB. Nevertheless its general pattern remained the same, 
following die form which had begun to take shape under the 0PM, The 
base of the whole structure was the “commodity section," or industry divi¬ 
sion, manned by experienced businessmen and persons trained in the 
various industries. of these units was in effect a small WPB and oper¬ 
ated with the help of an Industry Advisory Committee. It was through 
these that the functions of the WPB were actually carried out. 

To each section or division were assigned representatives of government 
plaimpnf agencics, such as the Army and Navy. These officials would indi- 
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cate their needs and thenceforward it was up to the appropriate com 
tiiodity section of the WPli to sec that tliey were met or adjusted to over-dl 


programs 


1 m^derials. munitions, and equipment flowed into 

rtie VVPB, these wort! sorted, classified, and prt!sented to the Requirements 
Committee which had the responsibility for the over-all determination of 
allohnents of the materials which were in short supply. On this top com¬ 
mittee were representatives of the claimant agencies whose demands came 
before it-the Army, Navy, Maritime Commission, Lend-Lease. Office of 
Defense Transportation, and others. Thus the Requirements Committee 
served as a Supreme Court, with all parties of interest represented. In case 
of disagreement, the Chairman of the WPB, under his directive from the 
President, had final authority for making decisions. 

Having provided the main ehannols for directing production needs 
there were also established such staff offices in the WPB as chaneine cir¬ 
cumstances required. These included such functions ns the formulation 
of priorities regulations, rules for consei-vation of materials, constmedon 
and location of new facilities, handling of labor problems, protecdon of 
civilian needs, legal and other matters. 


As Nelson and his associates got the newly created WPB under way 
they were confronted with areas of jurisdiction which seemingly expanded 
every twenty-four hours. Our war needs grew at a fantastic pace. Con¬ 
version of plants to war work spread to almost eveiy community in the 
United States. Materials were sought over the seven seas. This meant 
nevertheless necessary growth in the personnel of the 
WPB. It soon became obvious that we were losing time in trying to do so 
xnuch m Washington. Accordingly a program of decentralization was 
adopted and the field ofiloes, started under 0PM, were more intensively 
developed. They served importantly as local contact posts through which 
members of industry could secure official information and a prompter 
processing of necessary documents. 

Thus all of the basic elements of organization had slowly been evolved 
0 mobihze and direct production-staff units, commodity sections, in- 
us ry committees, the Requirements Committee, and territorial braniAes. 
ihese simple organizational components were expanded as our war efforts 
grew, ti at its peak the War Production Board, witli thousands of em- 
p oyees, was directing practically the whole field of American production. 

exercised supreme dominion over the most extensive and powerful 
of productive facilities that had ever been mobilized for war. 

Astonishingly enough, the authority to wield all this power was not con¬ 
veyed directly by a single-purpose emergency Act of Congress, as in the 
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ease of the OPA, Rather it was an acciunulation from several sources, 
none of which gave intimation of what was in store. The most important 
was a series of priority statutes enacted in 1840,1841, and 1942. “Substan¬ 
tially all the controls exercised over the industries of the country by which 
they have been converted from peace to war operation are derived from 
the few phrases of a general character by which Congress granted to the 
President power to issue priorities and, in case of shortages, power to 
allocate materials and facilities in such manner, upon such conditions 
and to such extent as he shall deem necessary or appropriate in the public 
interest and to promote the national defense." ’ Coupled with these priority 
powers was the added one pennitting the requisitioning of goods and fa¬ 
cilities. Finally, it had long been recognized that from an administrative 
standpoint the President could, by executive order, create new agencies 
to assist in canying out his executive responsibilities, From all these 
sources did the WPB derive its existence and its chairman the powers 
which in effect made him the wartime czar over American business, 
Supplementing the work of the WPB and the Industry Advisory Com¬ 
mittees were some self-organized groups of manufacturers such as the 
Automotive Council for War Production which brought together lead¬ 
ing associations of companies engaged in automobile, truck, parts, and 
tool work. This was in effect the self-mobilization of the world's then 
greatest manufacturing industry for the purpose of cooperation in war 
work-the extension of subcontracting, exchange of information on work 
processes, and on other matters, 

Similarly the large aircraft producers of the Pacific Coast formed the 
Aircraft War Production Council. This was one of the most inspiring 
examples of voluntary wartime teamwork. Here the members pooled ma¬ 
terials and parts so that a manufacturer who suddenly ran short could bor¬ 
row if any of the other members possessed a surplus. In addition, regular 
meetings were held to exchange information on technical matters and 
production problems, Later the group became national in scope and the 
National Aircraft Production Council, Inc., was organized. It maintained 
an active Washington office which did yeoman service in facilitating rela¬ 
tions between government and the aircraft manufacturers. 

Of a different nature were groups of small manufacturers organized 
on a territorial rather than an industrial basis, In these cases all the shops 
of a given community or area would get together for advancing subcon¬ 
tracting. The purpose was usually to see that as many of the small shops 
as possible leceiyed an opportunity to convert to war work and that their 
labor was not pirated by large concerns. 
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^ *»k lor«, «=<».omy «l..g« ^ 

work meant more bureaucracy . conservation in varying degrees 

Meanwhile we applied of direct allocation, 
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dISior greater pro. 

VVhcn in the siunmt-r and early fall of 1942 we attempted a reappraisal 
of future military needs and probable output, we found a disheartenine 
gap. Estimated requirements ran way ahead of any foreseeable produo- 
tioii. furthermore, there was a shocking lack of coordination between 
various progranis. “Ihe most urgent production programs of the military 
naval, and air forces, and those of the shipping and lend-lease agencies 
wt*rc in violent collision.'* ^ ° 

As Nelson and his associates on the top staff of the WPB sat down to 
insider these factors of need and output, they could sympathize with 
the rabbit that had to climb a tree. As the existing system was not getting 
the desired results, something drastic would have to be done. We must 
not only attain greater production but much more effective coordination 

an important reorganization of the 
Wlrlj and the imposition of more effective controls. 

Nelson’s first move was to strengthen the WPB top command by bring- 
mg m two well-known businessmen. Ferdinand Eberstadt, a New York 
invptmMt banker, was named Program Vice-Chairman and Charles E, 
Wilsoii President of the General Electric Company, was made Production 
ice- airman. The difficulty of differentiating their respective areas of 
responsibility was later to give trouble. 

As Program Vice-Chairman, Eberstadt was placed in charge of pro¬ 
grams mr producing war goods and served as Chairman of the Require- 

supervision over most 

0 WM s Industry divisions. Thus, under Nelson, there was vested in one 
marl the authority to determine and coordinate production programs as 

industry divisions to their fulfillment. 

When, in September, 1942, Eberstadt assumed his new job he found 
waiting for him one of the most difficult problems of World War II. 

e ®y to pro^am coordination and production acceleration was the 
proper distribution of the basic manufacturing materials—steel, copper, 
an a uminum. But our first attempt at a comprehensive allocation of 
these metals was not thriving. Previously there had been an abortive 
roc uctiou Requirements Plan which had run into a cross-fire from the 
militaiy on one side and large manufacturers on the other. This plan, 
amicable at first to the metal industries, was based upon monthly al- 
lotments of critical materials to plants engaged in war work. 

Meanwhile in various minds were germinating other solutions to this 
em. Members of the Steel Division of the WPB were impressed with 
the allocation system in use by the British. The armed services looked with 
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favor upon over-all allocfllions to £ other hand, 

by them as contracts were plawHl, I them in the first 

Lghl tat ta WPB .hnuU make 18 dlalnbutlon to them 

‘TEbe.etadt broegh. these ™''“"\P““'?V£eveV“fthet- 
doors, including some British advisors ^jjg system which was 
pose, and came out with a compromt^an t^^Controlled Materials Plan 
approved by Mr. Nelson and presented a „ff«ptive April 1, 1943, and 
on November 2, 1942, to become partially effective April a. 

fully effective July 1. 1943.”* nmvided the urgently needed 

The Controlled Materials Plan, CMP, p hiirouirh the allocation 

solution to the problem ^^stribution steel, copper, 

of materials. While it applied only to controlling them a prac- 

and aluminum, such was their broad usage f munitions and war 

tal dl,»,lon W.8 hcWeved ov.r >“= PBP. 

goods. The fundamental before orders were placed 

was that controls were imposed at the ou , , 

and before manufacturers started scratnb mg or A-my Navy, Mari- 
Under CMP, the procurement agencies, such as ^7^ with , claims 
time Commission, and Lend-Lease, must respective pro- 

for materials prior to the placing of orders , jjiade known 

grams. When all of the war-product civilian requirements, 

L, need, m,d ta WPB 

the Requirements Committee of tfte yv j rearrangement of 

against total prospective supply- A P® _ formulated. Definite 

quotas could be made at the outset as prog ^ divided them 

allotments were then made to the c aiman , them on to subcon- 
between prime contractors who, in ni) P 

tractors. Chairman of the WPB stated: 

In his report of October 9,1945, th ^ ^ 

At the same time, CMP forced ^“^“Xough the claimant agencies, ta- 
Bt their cloth. When allocations were m branch knew how much 

stead of through their, contractors, ®^^Xg^^arter. andithad to it® im¬ 
material it would have to wprk ^ v^tary^contracts were cut back to somfr 

quired delivery schedules essential civiUan requirements 

thing like feasible ^ Avneditfafi was reduced. 

were protected, and compel,. ^^y p^yiodSt ^nd it did its job ecause 

C& conttoued WSSllSo^ „ppkmeiittd by ote 'ta'*'*” 

i,w.» limits »taa#^g^S£..,d rfJ CMP. Otar, .doptod « ta 

systems for " 
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peculiarities of the product they covered. Among the more important of thes# 
were controls over pulp and paper, lumber, textiles, tires, and cLmicals • 


When Nelson in the full of 1942 had .succeeded in securing the services 
of Charles- E. Wilson for the WPB he had labored to good effect. As PmsT 
dent of the General Electric Company, Wilson had shown himself to 
be one of our ablest and most forceful business leaders. In his role of Pro¬ 
duction Vice-Chairman of WPB he was going to need these qualities 

! production of critical coijponents 

and scheduling their delivery under an integrated program of puttine 
niiinitions into the hand.s of the military as needed. He was furthermore 
assigned the special responsibility of accelerating the production of air¬ 
craft, Janding craft, and vital electronic devices. He had been handed 
not only one hot potato but a whole basketful. 

Few people have any conception of the extent and complexity of these 
pio 3lems, The components going into finished products necessary for 
inoclern war range all the way from minute jewel bearings for delicate 
nistniments to huge steel ea.stings and forgings, from tiny fractional horse¬ 
power electric motors- to mammoth marine hirbines. and many of these 
components, .such as engines, pumps, winches, motor controls, and axles, 
have .subcomponents of their own, each of which must be produced and 

c e jvered m proper quantity and on schedule or some vital end product 
will be delayed. -* '■ 

vigorously attacking these problems. Through 
WPB orders and a Component Scheduling Plan (CSP), he applied the 
common-sense rules for directing production in a single factory to the 
innumerable plants throughout the nation. This resolved itself into de¬ 
tailed monthly supervision by the WPB to assure tliat production of 
components moved in proper relation to the delivery schedules of the final 
imp ^ents of war, It was scheduling and production management on 
a sea e or heroic proportions. Bottlenecks were broken, blocks removed, 
coor ination perfected, and the whole program of war production 


, ® ® already have troubles enough, Wilson soon discovered 

a ere were problems in Washington other than those of actual pro- 

outset he found himself in head-on collision 
-A^^though Wilson became the principal target, 
w-Dif ^ recrudescence of the perennial conflict between 

, ® Army procurement officers. It was the old issue of who 

should have ultimate authority over the nation’s production machinery. 
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Unfortunately this new clash with the War Department now led to an 
jQtramural battle at the WPB. 

Eberstadt drew away from what might be termed established WPB 
policies and ranged himself with the Army In active opposition to Nekon 
and Wilson, His point of view may have been somewhat conditioned 
by a period of service as Chairman of the Army and Navy Munitions 
Board, His Controlled Materials Plan had met with impressive Army 
support. 

On the other hand Wilson, with Nelson's backing, had taken a stand 
on scheduling which the Army bitterly opposed. Both men were con¬ 
vinced that with various claimant agencies all pressing the advancement 
of their own programs, a neutral agency should have ultimate authority 
to coordinate deliveries of critical components* Furthermore, that the WPB 
must of necessity exercise that prerogative as it already had responsibility 
for directing industrial production. The Navy was ready to accept this 
commonsense solution. The Army, however, was adamant. Its high brass 
on procurement dug itself in and prepared a counteroffensive. 

Nelson later described the situation in these terms i 

The disagreement was basic, for it was obvious to me that unless the items in 
question were properly apportioned the major production programs could not 
be carried through simultaneously, Every bit of evidence I had gathered 
showed that the companies which were producing ships, planes, high-octane 
gas, and synthetic rubber, were hoarding components far in excess of their im¬ 
mediate needs. For example, we found that valves were being delivered to some 
contractors seven to eight months ahead of time, and this meant, of course, that 
elsewhere there was a shortage of valves for ships, tanks, and other important 
programs, and schedules were not being met. It was plain common sense to hold 
that the way to correct this situation was to arrange for the valves to be delivered 
just ahead of the time when they were to be Installed in the finished products. 
Once we could do this, in this case and in others, we would find that our 
economy could make all the valves-or heat exchangers, compressors, motors, or 
what not-that these vital programs needed. 

Also, it was obvious that WPB was the only agency that could do this schedul¬ 
ing job. Orders for critical common components were coming from the Navy, the 
Army, the Air Corps, the Maritime Commission, the Petroleum Admioisfrator, 
the Rubber Director, and the essential civilian economy. With the best will in 
the world, no one of these could possibly straighten out the mess. Some outside 
agency had to do it. That was what WPB had been set up to do.® 

This issue was regarded as vital to both sides. Nelson, if anything, made 
his mistakes in being overconciliatory but even his attempts at peace¬ 
making availed nothing. Feelings grew more intense. Because their respon- 
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sibilities somewhat overlapped, serious questions arose as m fi, , 
authority to be exerdsed by Wilson and Eberstadt. NeisL 
problem ni favor of Wilson by transferring to him some of tS n- 
over which Eberstadt had formerly nihxl.^ “ ^ 

The Anny then apparently decided that both Nelson an^ wn 

point. Nelson the peace-loving started throwing punches himself 

^ commotion ensued, and. as far as I know 

did^Spi"” “ ^ 

Ih^OTca^HornT”™^ military were to continue, 

reaehTeT,? 'i *«d'd. Hat body bad 

wi aSievS He /“.T*? 'T "Widl WM to coottooo until Leiy 
under «p He ib ?* materials was carried m 

out by Executive VletaSau w£”'“ ™ 

toSfor l“d been luorcasingly impressed with 

between nrnkilAme f j ’ . course an intimate connection 

levd th^Pr^sideni-^jr^S policies on these matters at the top 

• 1 i®®“®d an orders 

of ^rExecitivt ^ Emergency Management 

wh shal be War MobilLtion, 

“ • ml W ® ® ^^i'^tor of War Mobilization 

cap;tonrof J Zn!;if ^he 

capstone ot a comprehensive war organization. , 

This wL^^ust war production was reached at the end of 1^. 

was just two years after Pearl Harbor and almost two years since 
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President Boosevelt had created the WPB with Donald Nelson as its 
Chairman. Into those short, hectic twenty*four mmiths was crammed a 
saga of accomplishment. Under tho direction of businessmen at the WPB, 
American managcmetit, capital, and labor jwrfonned miracles in the field 
of production. The free enterprise jg^stem had gone to war. From the 
shops of Hartford, Pittsburgh, Detroit, and from communities through¬ 
out the nation had poured a flood of munitions which made the resources 
I of the totalitarian nations seem puny in comparison. 

While we have limited our attention to the organlaational methods by 
which war production was directed, this was of course but part of the 
picture of our war economy. It was, however, the phase with which 
businessmen were most comprehensively concerned. The stories of other 
directing activities have been told or will be told. Each in its sphere con¬ 
tributed greatly to final victory. Credit must be accorded to the Ofiice of 
Price Administration, War Shipping Administration, Reconstruction Fi¬ 
nance Corporation, War Food Administration, Pefroleum Administration 
for War, Solid Fuel Administration for War, Office of Defense Trans¬ 
portation, and many others that helped us wage total war. 

But the attainment of our production objectives brought in a new crop 
of problems. As goods poured into arsenals and depots the mflitaiy began 
to cut back their orders with manufacturers. Critical materials were be¬ 
coming easier and a small surplus of labor occasionally cropped up. These 
developments caused many officials and businessmen to give thought to Ae 
problems of reconverting the war Industries. Our sad experience in failing 
to plan ahead for war served as an Incentive to early consideration of a 
program of restoring production of peacetime goods as war necessities 
tapered off. 

Unfortunately the questions thus raised brou^t radical differences 
of opinion and led to a ,final top-echelon change in the WPB. In June of 
1944 Nelson and some of his associates proposed a restrained, modest feel¬ 
ing out of reconversion within the limits of available material and surplus 
labor. They were supported by the Truman Committee and other govern¬ 
ment officials. The arrny vigorously opposed this suggestion. The labor 
supply was still short in certain cities and army officers believed that excess 
labor in one ..district would migrate to areas where it was needed. The 
Nelson school of thought was convinced that as the war drew to a close 
labor no longer had. an incentive to move about and accordingly would 
stay athomcj , 1 , '. w 'l 

Also Involved lit ^-problem of reconversion were factors which split 
, the WPP.;and,<'irfB^^i Washington into two camps. Many of our com- 
" panics, esj^eoitdly sdiiie of the large ones which had gone all-out in war 
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roduction were still heavily engaged in munitions work. Other 
had i^n out of war contracts and were anxious to get perm^sTon ZT 
vert to the production of civilian goods. If they were^ne^S 
they would gain a competitive advantage over those co^ncerns still hfa 
hooked with war business. Accordingly some officials SS iS i ’' 
version should be postponed until uYcould start son.^^^^^^ 
issue thus posed was one of the thorniest of the war ^ 

but strictly 

^ntroll<^d commencement of reconversion, Vice-Chauman Charlpc v 
WOson disagreed and on this question ranged himself on the 
Army. Contnjversy b«nnno keen and bitter Ihe ncrv« rf ^ 

mis »ho had given so mooh of tlromselves to ei,« w ™ 

bv'^Sr ?T “s? “Pf"" “* •'“‘t pardsans marked 

Now '“Sk' “'•= ky side when the going was louih 

5 wSSoTsum > - 

The conflict became so inflamed that President Roosevelt was forced to 

puDuc otlicia, J. A. Krug, who had rendered distinguished service first 
was made Acting Chamnan to succeed Nelson, Later in the fall of 1944 

Sti^r"' ™ ™ '>”“8k iu atii 

first sdrrinK^fhe development of Industrial mobilization from its 

prodnotimflSs ® Si “dSZ H "If 

not h(»ln Kiif two J ' , ^ die ultimate result was, one can- 

Hon Wd^!. ““f 1 ” aohieving an effective eiganiza- 

teta m keen so slow? Wh/had It 

tato so long? Why were there so many ohangesP 

peSteTE “< viW hnportance to the Ameikn. 

^ SIm l “ ^“PP®n here. 

evm ntv‘SS,t,n perspective, certain concludoat 

waTreZf^v^? p Wtion in the prewar period 

ErhSta; r :Tadi*Sd^ •k«* ™ 

“m‘r„si“:?‘"' ka^rrsio^r 

Both the Adminicih^t™* existence depends on expansion, 

realities in 1939 and SS.*" unwillingness to face- 
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Once the election issue of 1040 had been decided the atmosphere was 
clarified considerably. Although the President faced a divided Congress his 
ovra leadership became forthright and courageous. He saw clearly that 
Britain’s cause was our cause. Long before many of his countrymen, he 
sensed that our freedoms were in danger and that Hitler could only be 
stopped with the help of the armed might of the United States. Ibis was 
statesmanship on a high plane. His fine teamwork with Winston Churchill 
was a major contribution to the cause of preserving human liberty in 
the Western World. The enactment of the Lend-Lease Act in early 1941 
was one of the vital accomplishments of the war. 

Nevertheless, it cannot be said that the President was in all respects 
a great war leader. As we have seen in the foregoing record he sought 
through long months of precious time to cany on defense measures as a 
one-man business. He thought of himself as head of NDAC and attempted 
to drive 0PM with unofficial reins from the White House, His use of his 
own intimates, instead of Cabinet officers, as directors of the defense effort 
was ill-conceived and tended to promote confusion. 

The fundamental difficulty was that the President lacked a sense of 
the principles of good organization. He did not think in terms of sharply 
defined lines of responsibility. Even his own Secretary of War had occa¬ 
sion to declare: “But the President is the poorest administrator I have ever 
worked under in respect to orderly procedure and routine of his perform¬ 
ance. He is not a good chooser of men and he does not know how to use 
them in coordination.” ® 

Roosevelt’s whole training had been in the political arena where com¬ 
promise and opportunism are common rules of practice. To him, in so far 
as possible, issues, should not be met; they should be avoided. This point 
of view is well illustrated by an interchange between the President and 
Donald Nelson on the occasion of the struggle between the Army and 
the WPB as to Eberstadfs position. The Pr^ident had complained of 
the recurrent ihisunderstandings between the War Department and the 
War Production Board. Mr. Nelson relates the conclusion of this talk: 

“I said, 'Mr. President, these collisions you speak of have been due to 
the fact that the Army, at; the top particularly, does not recognize the 
authority which you have conferred bn me as Chairman of the War Produc¬ 
tion Board. I believe tiie whole matter could be settled if you would call 
us all together and tell us exactly what you meant when you set up the 
War Production Board and exactly how you expect the Army to act under 
that Executive Order.’ 

"He smiled and said, ‘Good night, Don.’ ” 
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of those events which saw us embarked on World 
War n. It early became clear that money as well as men and maehinerv 
would have to be mobiliml. The needs of modern warfare are measured 
m gigantic figures. Moreover it wa.s plain that not only must we supnlv 
our own reriuirenients but that our credit would be drawn upon heS 
to support our allies. The prolilem of war finance loomed laree and me 
promise of becoming intricate. ° ° 

Under peacetime condition.s the relation.ship between the Treasury and 
onr Federal Re.serve System had been one, in theory at least, of each goine 
Its separate way. This was as it .should b(?. Experience has taught that 
where central bank.s come under Trca.siiry domination, their integrity Is 
often violated and their pui-pose bent to parti.san ends. When war stmek 
m December, 1941, thi.s rolation.sliip changed abmptly. The Treasury and 
the Federal Re.scrve System Irccamc a clo.sely knit team. Our banking 
^stem volunteered for war service and accepted the Secretary of the 
Treasury as its Commander-in-Chief. The Hoard of Governors became his 
general staff, the Federal Reserve B.ink.s his field headquarters, and the 
ineiiiber b^nks mcide up the unny. 

The work of this army of finance during the war involved a higher 
degree of organization and the exercise of broader authority than ever 
before. Its activities extended over several fronts. The main one, of course, 
was that of carrying out government financing. In addition the Board of 
Governors of the Federal Reserve System undertook measures of selective 
or qualitative credit control through the issuance of regulations relating 
o consume credit and in regard to the margin requirements for carrying 
secun les. Finally, the Reserve Banks acted as government fiscal agents 
or - oans made to enable industry to finance the massive production 
ot goods required to cany on global warfai-e. 

In providing funds for waging war, Congi-ess had just two ordinary 
sources of revenue-taxation and the sale of government securities, It was 
upon ^ le oWer that the greatest reliance was placed. In carrying out this 
0 jeotive, the Federal Reserve System became the keystone supporting 
c afch of government wartime finance. 

The first step was the determination by the Treasury of its security sell- 
ng program.^ or some years, due to the heavy influx of gold and the easy- 
money po icies employed to stimulate recovery, interest rates here had 
prevailed at extremely lovi^ levels. Secretary of the Treasury Henry Mor- 
genthau regarded this situation with something more than equanimity. 
If the government could do its war financing at these low rates, it would set 
an - ime record, and save itself vast sums in interest. Accordingly he 
a opte in general the existing prices for government bonds as the 
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official “structure of rates.” This rnesmt a range of from # per cent on 90-day 
Treasury bills to 2g per cent on long-term bonds. 

To declare for such a policy was easy. The catclu however, would come 
in making it stick. Under the ordinary law of supply and demand it was 
a certainty that enormous new issues of government bonds at frequently 
recurrent intervals would operate to drive down securify prices and raise 
interest costs. Being a forthright man, Mr, Morgentbau decided to suspend 
this law for the duration. He did not wish to see repeated the increase in 
interest costs which had occurred in World War T. 

What the Secretary needed to achieve his ends was a large source of 
funds, amenable to his direction, to be used to support the market in gov¬ 
ernment securities in conformity with the rate pattern he had set as his 
goal. Quite naturally his thoughts turned to the Federal Reserve System. 
Its Reserve Banks and member banks possessed billions in resources and 
their officials had expressed a desire to assist in the war effort. 

An understanding was reached which was later described by the Board 
of Governors as follows: 

“When the United States entered the war in December of 1941, the 
Federal Reserve System announced that it was prepared to use its powers 
to assure that an ample supply of funds would be available at all times 
for financing the war effort and to exert its influence toward maintaining 
conditions in the United States Government security market that would 
be satisfactory from the standpoint of the Government’s requirements.” 

The System was caUed early to the colors. After war broke out it was 
necessary to go into the market and make large purchases of government 
securities in order to prevent a break in prices. Thenceforward, for the 
duration, the System assumed the responsibility of not only conducting 
heavy open-market operations to maintain the Treasury rate structure but 
also of supplying member banks with large amounts of added reserves, 
These were needed to enable member banks to purchase government 
bonds as well aa to supply business with added working funds required 
for the growing volume of war production. 

Various emergency devices were used to implement these undertakings. 
Credit was made cheap and abundant The ordinary rediscount rate was 
held at 1 per cent and a preferential one established at X per cent on 
member-bank loans secured by government obligations of maturities not 
longer than 

Furthermore in order to induce member banks to subscribe Rberally to 
rreasuty,bjIlSi’- »h*»ffangement was offered which made such holdings 
practically RsIli^dW. as cash,. The Federal Reserve banks stood ready to 
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buy bills at % per cent discount and member banks were given the option 
to repurchase on the same basis. 

The general plan was that the banks of the country would take the 
greater part of the short-term obligations and that non-bank investors 
would purchase the long-term issues. It was also hoped that the latter 
would absorb the lion’s share of the total. A potent reason for this was 
the desire to limit inflation. 

As we have already seen, when a bank subscribes to an issue of govern¬ 
ment bonds, it does not draw on an existing deposit account but on the 
contrary pays for the bonds by establishing a new credit or deposit in 
favor of the Treasury. Thus there occurs an increase in the country’s pool 
of demand deposits or check money. An inflationary step has been taken. 

Through the long years of the war the Federal Reserve system and 
the banks carried on. Submission to Treasury direction proved workable. 
The over-all results were eminently successful. The government was pro¬ 
vided with all of the money it needed although its requirements were stag¬ 
gering in amounts. Intousivu war-loan drives aimed at the individual in¬ 
vestor secured a widespread participation of our people in the financial 
support of the government. The rate structure of interest costs was pre¬ 
served or slightly bettered. As the war ended the interest cost of total 
outstanding debt averaged less than 2 per cent per annum. 

But supplying the Treasury with funds for direct expenditures was not 
the only area to which this army of finance was called. The making of 
V-Loaus became an essential factor in the successful prosecution of the 
war. The Federal Reserve System furnished the machineiy by which this 
vitally important program was carried out. Its origin and method of 
operation are of interest. 

The production program of World War II, differing considerably from 
that in the first war, was not only stupendous in the aggregate but was 
so comprehensive that almost every little machine shop or factory was 
mohili'/ed, As this vast complex of productive machinery began to take 
up war work, one of the first problems encountered was how to procure 
added working capital for expanded operations. Larger sums were needed 
for new materials, increased payrolls, and all manner of expenses. 

Such requirements would ordinarily be supplied by loans from com¬ 
mercial banks but the latter found that many such advances exceeded 
credit limits or breached those principles of conservative banking by 
which the integrity of depositors* funds is preserved. The growing seri¬ 
ousness of this situation was thrown into high relief in February of 1942, 
The production of certain military planes was suddenly threatened be- 
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cause a subcontractor making an imj^rtant part could not focwre needed 
ivorkiiig capital 

Officials of the War Department then suj^eated the procedure which 
at once became an important element of the war-production program. 
The President, under authority of the first War Power* Act, issued Ex¬ 
ecutive Order No. 9H2 on March 28, 1942. In brief this empowered the 
War Department, the Navy Department, and the Maritime Commission 
to guarantee or participate in loans made by banks to finance manufac¬ 
turers in war work. The order designated the Federal Reserve Banks as 
fiscal agents to represent the government in concluding such arrange¬ 
ments. On April 10,1942, the Board of Governors of the Federal Reserve 
System issued their Regulation V, Thus was established the prowdure 
for the extensive working capital V-Loans of World War II. Variations 
of the formula to assist manufacturers through termination of war con¬ 
tracts and reconversion were designated as VT- and T-Loans. 

The significant feature of these arrangements was that government aid 
was mobilized through ordinary banking channels. The extension of credit 
was kept as a local operation. The way it worked was that a manufacturer 
in need of working capital would apply to his local bank. If the amount 
desired was more than the latter could prudently supply, the application 
would be sent to the nearest Federal Reserve Bank or branch. 
vestigation and upon certification, the War Department, Navy ' 

ment, or the Maritime Commission, as the ease might be, would enter 
into an agreement to guarantee a portion of the advances to e ma e y 

the local bank or banks. i, oop 

The amount of the loan which was so guaranteed vaned In eacii cmp 
and might run as high as 100 per cent in rare instances. However tn 
Federal Reserve Banks and the procurement agencies felt that the local 
banks should assume some risk and responsibiUty, so an attempt made 
to keep the amount of guaranty down to 90 per cent or ""‘if •/" 
service of guaranty, the respective government agency received a p 
centage of toe feeTand inter^t paid on such loans. 
up to a maximum of 5 per cent, and of suA charges the 
guarantee agency received anywhere from 10 to 50 per cent, depending 

upon toe amount of toe guaranty. , 

That this service was an important one m fu enng ^ P . 
is attested by toe fact that prior to December 31. 1945, the ® ‘ 

serve Banks received some 9605 applications for 

$10 billion. Actually 7999 agreements were executed for credits totalling 
$9.9 billion, The largest amount of credit outstanding at any one time was 
a Uttle over $2 billion in July, 1944. 
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About 1400 banks or financial concerns participated in these arranee- 
ments. The smallest deal was for $400 and the largest for $1 billion. Some 
58 per cent of the number of V-Loans approved were for sums of $250 000 
or less. But most of the credit wont to the large loans. Those of $1 million 
and above accounted for upwards of 80 per cent of the total. Many of 
these were way beyond the loan limits of local banks. 

In a program as comprehensive as this, dedicated solely to accelerating 
war production, one might expect that the government would lose sub- 
stantial amounts which of course could be written off as legitimate war 
expense. Such was not to be the case. As of December 31, 1945 it was 
estimated that th(5 aggregate lo.sses to the War Department, Navy Depart¬ 
ment, and Maritime Commission would not be over $6 million. Against 
this they had received net fees for the guarantee service of over $28 
million after allowing for reimbursement of expenses to Federal Reserve 
banks.” 

While this V-Loan activity was an important function, the main channel 
of effort for the Federal Reserve banks and our commercial banks was the 
financing of the war needs of the Treasury. A measure of this accomplish¬ 
ment may be had from the following summary: 

Between June 30,1940, on the eve of the defense program, and the end 
of 1945, the government raised approximately 380 billion dollars. Of this, 
153 billion dollars came from taxes, or about 40 per cent. The remainder, 
228 billion, or about 60 per cent, was raised by borrowing, that is, by 
increasing the public debt. Of the total borrowed, 133 billion, or about 
60 per cent of the borrowing, came from selling Government securities 
to investors other than commercial banks and the Federal Reserve Banks. 
Approximately 95 billion dollars, or 40 per cent, was raised by selling se¬ 
curities to the commercial banking system.” ” The twelve Federal Reserve 
Banks alone came out of the war owning some $22 billion of government 
securities. 

We had succeeded in financing the greatest of wars. The funds raised 
for the use of government vastly exceeded what most persons would have 
considered within the range of po.ssibility. This was accomplished smoothly 
and without untoward incident. It was effected almost wholly through the 
operation of our normal banking machinery. Except for the moderate 
regulations on installment purchases, charge accounts, and margin loans 
on securities, no wartime forcing controls were used. In last analysis, the 
success of war finance was an achievement based on the voluntary support 
of a free people. 

Gratifying as this result seems, the final chapter is yet to be written. 
We have noted that the Treasury succeeded in borrowing immense sums 
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forwar needs at an average intncst cost of thao 2 P®*' ****^’ ^ 

iwgically deceptive fignre. What the ultimate wjst will be I* yet tob® 
deteimined. Nations do not go through such fijwttclil adveoturw 
paying a price. Onrs will !h' mcasun^ by portwar adfuitjoeet* 
to compensate for the inflationary forces generated by warttae Snanc up 
We have been left in a vulnerable poaitiofl. The nation* money wpp y 
lias been tripled. Beyond that however is the itaggen’ng amount o gov¬ 
ernment debt. At upwards r>f $2S0 billion, it is over 5 times that of pteww 
or over 12 times that of 1932. This is criuivalent to over $8^ for eacn 
family or consumer unit in the United States, Such a huge bulk 
debt by its mere existence deprives government of important fiscal 1 erly 
and imposes restrictions upon the whole economy* For example the 
uiy is under great pressure to continue easy-money policies. But this 
itself is inflationary and when combined with a large increase xn ere 

may work severe damage to the ecoxiomy. 

These are bewildering problems. That do^ not mean that they are 

insoluble. We are constrained to learn new things. 




CONCLUSION 


Freedom and Abundance 

W.. to what does all this add up? For slightly 
over 300 years the American people have been building a business 
system. We have noted the sparse fibers of the start as early colonists 
bartered with the Indians and traded among themselves along the coast. 
Then their thoughts turned to broader horizons as little ships like the 
Trial, built in Boston in 1842, adventured to the Azores and West Indies 
with tiny cargos of pipe-staves and dried cod. 

From this birth of Yankee foreign commerce we watched the growth 
of expanding business down through some ten generations, as our capital 
funds multiplied and our skills developed. We saw the coming-in of 
cotton mills, railroads, electric power, and our great manufacturing 
industries. 

We have obsei-ved the accelerated pace of the twentieth century as 
production achievements brought a phenomenal rise in our standard of 
living. Finally we have seen this system brilliantly meet its greatest test 
as it supplied us with the armament needed successfully to repulse two 
massive assaults by aggressor nations upon American freedom. 

Quite a recordl One is therefore prompted to inquire how all this 
came about, How was it that the few handfuls of colonists who landed 
on the Atlantic coast started such an important progression in world 
affairs? How was it that they and their descendants not only succeeded 
in colonizing a diflBcult frontier but founded a nation and new way of 
life as well? 

Environment played an important role. Settlers developed outstanding 
qualities of aggressive and constructive enterprise. They were resource¬ 
ful, hard working, practical and thrifty. At the same time they evinced a 
marked flair for the adventures of commerce. 

That this should have come about Professor Toynbee finds quite 
natural. It is his contention that a challenge to survival brings out dy¬ 
namic qualities in a people. Such challenge, however, must not be too 
severe or a factor of diminishing return comes into play. The desirable 
balance he calls his Golden Mean. He finds that it existed along the 
middle section of our Atlantic coast. He therefore reasons that the cli-, 
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mate of these areas engendered a sucwssfnl breed and drvetoped in it 
(Bits which have since characlerixcd the American 
Nor did the favorable influence of environment slop with the eastern 
seaboard. Descendants of the early colonists and other* pressed west¬ 
ward over the Wilderness Hoad, the Erie Canal, and the Brst railroads 
, to bring into production the vast, fertile areas of the Ohio-Mississippi 
* basins. Thence, like a tide in flood, the western pioneers swarmed over 
the eastern benchlands of the Rockies and finally breached tite mountain 
barriers. Pushing onward they took the California valleys and the Pacific 
coast. 

Thus for almost 300 years our people had a frontier. It provided a beck¬ 
oning door of opportunity. Moreover It fostered a spirit of self reliance, 
resourcefulness and raw democracy. It served as an anvil on which the 
temper of the breed was struck to more durable quality. 

But It was not merely a matter of climate and geography. These indeed 
were favorable. In addition were the immense natu^ resources of North 
America, Our forbears chanced upon the greatest array of treasure yet 
made fruitful to the sons of Adam. There existed on that part of the 
globe to which they fell heir a combination of things ideally adapted to 
the development of agriculture and the building of a modern industrial 
economy. 

In a way of speaking we had everything, Great supplies of edible fish 
swarmed off both the Atlantic and Pacific coasts. Vast areas of workable 
timber were scattered through our domain. Millions of acres of fertile 
agricultural land lay in the Mississippi watershed. 

Most potent, however, for the new industrial age were our mineral 
resources. We were possessed of incredibly vast supplies of fuel—coal, 
petroleum and natural gas. From these comes the energy which enable 
workmen with machine tools to multiply the product of their labor. Simi¬ 
larly our mineral resources gave us enviable stores of raw material. The 
Lake Superior Mesabi iron ore deposits, coupled with accessible sources 
of coking coal, were enou^ in themselves to make airy nation great. In 
addition we had gold, silver, copper, lead, zinc, limestone and other 
useful minerals. 

Having admitted the richness of our inheritance, let us also register 
its corelative. This immense wealth did not yield itself up for the ask¬ 
ing. Its development palled for gruelling labor, persistent thrift, inventive 
capacity, courage and chance taking. Important as were these qualities 
something more was required. It has been said that om forbears were God 
fearing. Rather, they were God trusting. They, for the most part, pos¬ 
sessed an active, abundant faith and made it integral with their daily lives. 
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Our frontiers were pressed westward and a continent conquered through 
the force of a people who possessed spiritual as well as physical strength. 

But the finst colonists to hit the hard-scrabble of the New England 
coast or tlie less forbidding lowlands to the west and south, had not the 
faintest intimation of the wealth of this continental treasure-house. Nor 
were they inclined to philosophize upon the long-term aspects of their 
environment. 

What they sought was the opportunity moderately to improve their 
standard of living and to secure a little more individual lebenmum, 
Toward these ends they strove lustily. Foreign trade became the essence 
of their economy because only by it could they pay for manufactured 
goods from Europe. When in the later period England sought to restrict 
its growth, as well as the development of colonial industry, her acts were 
as an order to abandon hope. This was intolerable. The colonists came 
to understand that to have economic freedom they must have political 
liberty—that the two were inseparable. 

Following the Revolution, the colonists were faced with a new prob¬ 
lem. Having attained political and economic freedom it was found that 
these in themselves were not enough. As a Confederation the thirteen 
colonies presented a pitiful exhibition. Each sought to go its own way in 
an attempt to justify its position as a sovereign state. They indulged in 
a veritable debauch of legislative self-expression. 

Under these conditions commerce tended to be circumscribed by 
state boundaries. Trade languished and economic chaos threatened. 
Profits, wages, standards of living were all in jeopardy. This pressure on 
the busines interests of the colonies, the merchants, the planters and the 
fishermen, engendered thoughts of better governmental organization. 
They now became aware that the broader concepts of freedom could 
only be attained through a measure of political self-discipline. An impor¬ 
tant degree of local sovereignty must be surrendered to national author¬ 
ity. Activated by these necessities, our people rose to their supreme 
political achivement-the adoption of the Constitution. 

Actually it was a Bill of Rights for a free enterprise economy. Toward 
such end it set up the political framework within which the aspirations 
of the American people could be made secure. The Constitution became 
a great charter not by reason of abstract political principles but rather 
because of its recognition of human realities—the essential dignity of 
the individual, his right to liberty of conscience, equality of opportunity, 
and legal protection for both life and property. Under it the state 
became the servant and not the master. "We the people of the United 
States ... do ordain and establish . . 
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Hus from the grass-roots up and tiurough the hard-bitten necessities 
of commerce were we evolving a new order-tbe American system. It 
was predicated upon giving every man a sdiance. No one ever so humme 
but could hitch his wagon to the smuing star of the new continent He 
could choose his own field of endiKivor, He could acquire property and 
set himself up in business or agriculture. Government intervention in 
the economy was kept to a minimum. Mercantilism was thrown over¬ 
board. Monopolies were outlawed. In large measure class distinctions were 
broken down, Conditions both in politics and business were democratic. 
In consequence powerful energy was released, giving scope to talen 
wherever it might lie. Again and again were we to learn that some o 
the most fruitful would come from unexpected quarters. 

What this freedom meant to most of our people was the opportunity 
to get ahead, to Increase their share of this world’s goods. Mere sumv 
is a bare-bones reward and calls forth uninspired effort, ® ® ance 

to improve one’s scale of living brings out energy of unlimited power. 

Individual liberty and boundless opportunity fostered a spirit ot en- 
teiprise and adventure over a broad front. Not only 
territorial horizons, but also rich ones in the fields of ,, 

been said that "Free minds are inventive minds, ^hus men like 
Whitney, Slater, Lowell, Howe, McCormick, and a host of o^ers gav 
us improved tools of production and establish^ t^ her 
since prospered so mightily in this country. Old WorM 
consuming, manual processes became a ^allenge wluc “ onera- 
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accumulated capital and experience in management have enabled us to 
apply machines and mechanical processes on a broad scale. 

Down to the middle of the nineteenth century the pace of this 
mechanization of production was moderate. Shortly before the Civil 
War, human beings and their work animals contributed over 90 per cent 
of the energy required to produce our goods and services. We were still 
in a muscle-bound economy. 

A scant three generations later the amount of energy secured from 
mineral fuels had been multiplied about 260 times and the situation had 
been reversed. "By 1940, fully-90 per cent of our energy output came 
from minerals, and only 10 per cent from human beings and animal 
workers combined. ..." * 

In consequence we have shared in a growing abundance. Between 
1850 and 1940 our national income after adjustment for variations in the 
purchasing power of the dollar increased over sixteen times, although 
during that period the number of workers grew about six and a half times. 
Not only did the workman produce more per hour but he labored fewer 
hours. The average work-week declined from about 72 hours to around 
43.* 

Nor has this broad use of machines been at the expense of fewer 
jobs. Quite the contrary. There has been an increase in the relative 
proportion of our people gainfully employed. Most notable of course has 
been the opening of new horizons of opportunity for women in the 
economic order. That bogey of twentieth century agitators, “technological 
unemployment,” turned out to be a myth. 

But this revolutionary change by which man’s productive output was 
multiplied by mechanical power hung yet upon another factor. Large 
sums of capital were required. Steam plants, engines, generators and 
machine tools are expensive. Fortunately the American system favored 
the rapid capital formation which was needed. 

Under its broad freedoms liberal reward was given to those who 
would save and invest. It paid to be thrifty. Capital yielded its owner 
both a higher standard of living and greater personal liberty. For millions 
of our people the unspent wages of one day became the invested capital 
of another. Thus wages and capital are of the same essence. 

For upwards of sixty years after the Civil War, thrifty Americans 
plowed back through reinvestment an average of about 14 per cent of 
each year’s national income. In the aggregate this was a huge sum. As a 
result it is estimated that today for each workman employed in industry 
we have invested somewhere between $6000 and $8000 to provide him 
with tools and working quarters. 
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IwrtuHi of tlio puHls or services we product' just as surely as did our colonial 
(.«W >vl„,, ,h,,v paid tar wii aom 

So to answer the tpH-stiou. "What has this American system meant to 
mt. wc cun in the first instance point to these accomplishments reladne 
o our material well being. Such matters however comprise the lesser 
part Ik' significant thing is that we enjoy individual freedl. We Z 

rf r P"’Fi«tc.rs and build 

“"'1 “S s«ch have the right to organize 
I L powerful weapon of the st4e in 

Ol der to maintain or improve our position. We may possess property and 

use or abuse it. We are free to think as wc please and give our^thouehts 
carS?T*‘‘’"’ unhampered right to choose the officials 

of coSicr. all we have freedom 

P"^°1‘’*® ’■‘‘-’h'-s because we formed a system of gov- 
f-rnment dedicated to preserve them for each individual irrespective of 
the hazards of fortune or accidents of birth. "All men are . . . endowed 
l>y tnear Creator with certain inalienable rights . . .” 

Contrilmting in no small degree to these concepts has been the profit 
motive. Scorned by the Marxist, who would deny the "Inalienable rights” 
of the individual, it is an inherent part of man’s make-up. To own property 

1 . 1 , ^ ®nipt to improve one s scale of living are inseparable aspects 

of the urge to live creatively. o ir r 

From the beginning toe American system recognized the legitimacy 
of these considerations. As a result, our accomplishments in the field of 
business fostered those in the realm of politics and vice versa. Free play 
P j ^ resulted in more goods for more people. Abundance 

ciivironment favorable to orderly democratic govern- 


So the record of American enterprise down through 300 years is one 
of magnificent achievement. There is however no room for complacency, 
uur system now faces its severest test. An alien, hosHle philosophy, 
subtly deceiving in its import has taken hold of the minds of men in 
many parts of tlie >vorld. It promises increased security, more goods and 
greater content. Certainly a beguiling appeal. The record, however, belies 
the prospect on all counts. Further, kept carefully under wraps, is the fact 
that the price to be paid is the sacrifice of individual freedom. The state, 
or rather an entrenched autocracy, succeeds to ‘We the people." It is a 
device of Lucifer and a deception as old as the hills. 
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IWs attack upon our system can only succeed if we ourselves are inert* 
We are called on to justify our concepts by deeds rather than fay precepts. 
To succeed In this we must face the fact that there remains much to be 
done. The structure we have been building Is only partially complete. 

A glaring weakness is the wide discrepancy between the lot of the 
many who have much and that of a minority who possess little. There 
are still too many of our people who live in poverty. We have the ca¬ 
pacity to produce an* abundant share for all. Our goal is to enlarge the 
portion of the less fortunate witliout retarding the dynamic progress of 
a free system* 

Moreover the complex industrial machine which we have erected 
lacks stability. Swings from high prosperity to low depression are fre¬ 
quent, and inordinately pronounced. It is essential to mitigate these 
T)oom-bust” characteristics. Their down-surges not only impose 
distress upon millions of our people but shake the social and political 
order as well, To maintain the American way of government we must 
stabilize and secure the American way of business. The two are integral. 

These and other problems, all inter-related, remain to be worked out. 
There ore those in the field of labor relations where the interests of 
workmen, management and the public have to be reconciled, Similany 
the farmer in his search for security raises complex issues. In the ^alm Q 
politics there is that disturbing development of later years—the increase 
of pressure group activity. On its part government faces the 
of our huge debt and die management of an inflated currency. Then 0 * 
basic import are matters relating to the conservation of our natura 
resources. Finally, and perhaps most baffling of all, am 
posed by the new leadership in international affairs which the United 

States has been constrained to assume. 

All are serious problems. They are but aspects of a deeper one. Gan 
this generation muster the moral and spiritual strength needed to direct 
the social, scientific and economic orders which have been devised? Is 
Man to be master or slave of his own creations? „ , _ , , 

The answer can only be provided by the purposeful effort of a united 
people. But the moral force of a nation derives solely from that of its 
citizens. We are all called up for service-butcher, baker and atom- 
splitter. We must renew those sources of spiritual strength which enabled 
our forbears to give new meaning to human freedom. We must see in life 
something beyond an accumulation of gadgets. Self interest must achieve 
that enlightenment which perceives that its best reward lies in the com- 
mon advance. Individuals and groups in the United States are summoned 
to a new unity and a high destiny. 
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